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ADYEETISEMENT. 


THE  composition  of  this  little  book  has  occupied  a 
much  longer  time  than  perhaps  my  readers  may 
think  its  length  or  its  importance  deserves.  It  was 
begun  as  long  ago  as  the  autumn  of  1870  ;  and 
though  its  progress  has  been  often  suspended  by 
pressing  occupations  and  imperfect  health,  I  have 
never  ceased  to  work  at  it  when  I  could.  But  I  fear 
that  in  consequence,  in  some  casual  illustrations  at 
least,  every  part  of  the  book  may  not  seem,  as  the 
lawyers  would  say,  "to  speak  from  the  same  time." 
The  figures  and  the  examples  which  it  is  most  nat- 
ural to  use  at  one  time  are  not  quite  those  which 
it  is  most  natural  to  use  at  another;  and  a  slowly 
written  book  on  a  living  and  changing  subject  is  apt 
a  little  to  want  unity  in  this  respect. 

I  fear  that  I  must  not  expect  a  very  favorable 
reception  for  this  work.  It  speaks  mainly  of  four 
sets  of  persons,  —  the  Bank  of  England,  joint-stock 
banks  other  than  that  Bank,  private  bankers,  and 
bill-brokers  ;  and  I  am  much  afraid  that  neither  will 
altogether  like  what  is  said  of  them.  I  can  only 
say  that  the  opinions  now  expressed  have  not  been 
formed  hastily  or  at  a  distance  from  the  facts  ;  that 
on  the  contrary,  they  have  been  slowly  matured  in 
"Lombard  Street"  itself;  and  that  perhaps,  as  they 
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will  not  be  altogether  pleasing  to  any  one,  I  may  at 
least  ask  for  the  credit  of  having  been  impartial  in 
my  criticism. 

I  should  also  say  that  I  am  indebted  to  a  friend 
for  the  correction  of  the  final  proof  sheets,  which  an 
attack  of  illness  prevented  me  from  fully  revising.  If 
it  had  not  been  for  his  kind  assistance,  the  publica- 
tion of  the  book  must  have  been  postponed  till  the 
autumn ;  which,  as  its  production  has  already  been 
so  slow,  would  have  been  very  annoying  to  me. 

WALTER  BAGEHOT. 
THE  POPLARS,  WIMBLEDON, 
April  26,  1873. 


LOMBARD    STREET. 


CHAPTER  I. 

INTRODUCTORY. 

I  VENTURE  to  call  this  essay  "Lombard  Street,"  and 
not  "  The  Money  Market"  or  any  such  phrase,  because 
I  wish  to  deal,  and  to  show  that  I  mean  to  deal, 
with  concrete  realities.  A  notion  prevails  that  the 
money  market  is  something  so  impalpable  that  it  can 
only  be  spoken  of  in  very  abstract  words,  and  that 
therefore  books  on  it  must  always  be  exceedingly 
difficult ;  but  I  maintain  that  the  money  market  is 
as  concrete  and  real  as  anything  else,  that  it  can  be 
described  in  as  plain  words,  that  it  is  the  writer's 
fault  if  what  he  says  is  not  clear.  In  one  respect, 
however,  I  admit  that  I  am  about  to  take  perhaps 
an  unfair  advantage.  Half,  and  more  than  half,  of 
the  supposed  "difficulty"  of  the  money  market  has 
arisen  out  of  the  controversies  as  to  "Peel's  Act," 
and  the  abstract  discussions  on  the  theory  on  which 
that  act  is  based  or  supposed  to  be  based :  but  in 
the  ensuing  pages  I  mean  to  speak  as  little  as  I  can 
of  the  Act  of  1844 ;  and  when  I  do  speak  of  it,  I  shall 
deal  nearly  exclusively  with  its  experienced  effects, 
and  scarcely  at  all,  if  at  all,  with  its  refined  basis. 

For  this  I  have  several  reasons  :  one,  that  if  you 
say  anything  about  the  Act  of  1844,  it  is  little  matter 
what  else  you  say,  for  few  will  attend  to  it ;  most 
critics  will  seize  on  the  passage  as  to  the  Act,  either 
to  attack  it  or  defend  it,  as  if  it  were  the  main 
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point,  There  has  been  so  much  fierce  controversy 
as  to  this  act  of  Parliament,  and  there  is  still  so 
much  animosity,  that  a  single  sentence  respecting  it 
is  far  more  interesting  to  very  many  than  a  whole 
book  on  any  other  part  of  the  subject.  Two  hosts  of 
eager  disputants  on  this  subject  ask  of  every  new 
writer  the  one  question,  Are  you  with  us  or  against 
us?  and  they  care  for  little  else.  Of  course,  if  the 
Act  of  1844  really  were,  as  is  commonly  thought,  the 
primum  mobile  of  the  English  money  market, — the 
source  of  all  good  according  to  some,  and  the  source 
of  all  harm  according  to  others, — the  extreme  irrita- 
tion excited  by  an  opinion  on  it  would  be  no  reason 
for  not  giving  a  free  opinion :  a  writer  on  any  sub- 
ject must  not  neglect  its  cardinal  fact  for  fear  that 
others  may  abuse  him.  But  in  my  judgment  the  Act 
of  1844  is  only  a  subordinate  matter  in  the  money 
market;  what  has  to  be  said  on  it  has  been  said 
at  disproportionate  length  ;  the  phenomena  connected 
with  it  have  been  magnified  into  greater  relative 
importance  than  they  at  all  deserve.  We  must  never 
forget  that  a  quarter  of  a  century  has  passed  since 
1844,  —  a  period  singularly  remarkable  for  its  material 
progress,  and  almost  marvelous  in  its  banking  devel- 
opment ;  even,  therefore,  if  the  facts  so  much  referred 
to  in  1844  had  the  importance  then  ascribed  to  them, 
—  and  I  believe  that  in  some  respects  they  were  even 
then  overstated,  —  there  would  be  nothing  surprising 
in  finding  that  in  a  new  world,  new  phenomena  had 
arisen  which  now  are  larger  and  stronger.  In  my 
opinion  this  is  the  truth  :  since  1844,  Lombard  Street 
is  so  changed  that  we  cannot  judge  of  it  without 
describing  and  discussing  a  most  vigorous  adult  world 
which  then  was  small  and  weak.  On  this  account  I 
wish  to  say  as  little  as  is  fairly  possible  of  the  Act 
of*  1844,  and  as  far  as  I  can  to  isolate  and  dwell 
exclusively  on  the  "Post-Peel"  agencies;  so  that  those 
who  have  had  enough  of  that  well-worn  theme  (and 
they  are  very  many)  may  not  be  wearied,  and  that 
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the  new  and  neglected  parts  of  the  subject  may  be 
seen  as  they  really  are. 

The  briefest  and  truest  way  of  describing  Lombard 
Street  is  to  say  that  it  is  by  far  the  greatest  combi- 
nation of  economical  power  and  economical  delicacy 
that  the  world  has  ever  seen.  Of  the  greatness  of 
the  power  there  will  be  no  doubt  :  money  is  econom- 
ical power  ;  every  one  is  aware  that  England  is  the 
greatest  moneyed  country  in  the  world,  every  one 
admits  that  it  has  much  more  immediately  disposable 
and  ready  cash  than  any  other  country.  But  very 
few  persons  are  aware  how  much  greater  the  ready 
balance — the  floating  loan  fund  which  can  be  lent 
to  any  one  or  for  any  purpose  —  is  in  England  than 
it  is  anywhere  else  in  the  world.  A  very  few  figures 
will  show  how  large  the  London  loan  fund  is,  and 
how  much  greater  it  is  than  any  other.  The  known 
deposits  —  the  deposits  of  banks  which  publish  their 
accounts  —  are,  in 

£ 

London'  (31st  December,  1872),  .  .  .  120,000,000 
Paris  (27th  February,  1873),  ....  13,000,000 
New  York  (February,  1873),  ....  40,000,000 
German  Empire  (31st  January,  1873),  .  .  8,000,000 

And  the  unknown  deposits  —  the  deposits  in  banks 
which  do  not  publish  their  accounts  —  are  in  London 
much  greater  than  those  in  any  other  of  these  cities. 
The  bankers'  deposits  of  London  are  many  times 
greater  than  those  of  any  other  city,  those  of  Great 
Britain  many  times  greater  than  those  of  any  other 
country. 

Of  course  the  deposits  of  bankers  are  not  a 
strictly  accurate  measure  of  the  resources,  of  a 
money  market :  on  the  contrary,  much  more  cash 
exists  out  of  banks  in  France  and  Germany,  and  in 
all  non-banking  countries,  than  could  be  found  in 
England  or  Scotland,  where  banking  is  developed ; 
but  that  cash  is  not,  so  to  speak,  "money-market 
money,"  —  it  is  not  attainable.  Nothing  but  their 
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immense  misfortunes,  nothing  but  a  vast  loan  in 
their  own  securities,  could  have  extracted  the  hoards 
of  France  from  the  custody  of  the  French  people ;  the 
offer  of  no  other  securities  would  have  tempted  them, 
for  they  had  confidence  in  no  other  securities ;  for 
all  other  purposes,  the  money  hoarded  was  useless 
and  might  as  well  not  have  been  hoarded.  But  the 
English  money  is  "  borrowable "  money  :  our  people 
are  bolder  in  dealing  with  their  money  than  any 
Continental  nation ;  and  even  if  they  were  not  bolder, 
the  mere  fact  that  their  money  is  deposited  in  a 
bank  makes  it  far  more  obtainable.  A  million  in  the 
hands  of  a  single  banker  is  a  great  power,  —  he  can 
at  once  lend  it  where  he  will,  and  borrowers  can 
come  to  him  because  they  know  or  believe  that  he 
has  it ;  but  the  same  sum  scattered  in  tens  and 
fifties  through  a  whole  nation  is  no  power  at  all,— 
no  one  knows  where  to  find  it  or  whom  to  ask  for  it. 
Concentration  of  money  in  banks,  though  not  the 
sole  cause,  is  the  principal  cause  which  has  made 
the  money  market  of  England  so  exceedingly  rich, 
so  much  beyond  that  of  other  countries. 

The  effect  is  seen  constantly :  we  are  asked  to 
lend,  and  do  lend,  vast  sums  which  it  would  be 
impossible  to  obtain  elsewhere.  It  is  sometimes  said 
that  any  foreign  country  can  borrow  in  Lombard 
Street  at  a  price:  some  countries  can  borrow  much 
cheaper  than  others ;  but  all,  it  is  said,  can  have 
some  money  if  they  choose  to  pay  enough  for  it. 
Perhaps  this  is  an  exaggeration ;  but  confined,  as  of 
course  it  was  meant  to  be,  to  civilized  governments, 
it  is  not  much  of  an  exaggeration, — there  are  very 
few  civilized  governments  that  could  not  borrow  con- 
siderable sums  of  us  if  they  choose,  and  most  of 
them  seem  more  and  more  likely  to  choose.  If  any 
nation  wants  even  to  make  a  railway,  —  especially  at 
all  a  poor  nation, —  it  is  sure  to  come  to  this  country, 
to  the  country  of  banks,  for  the  money.  It  is  true 
that  English  bankers  are  not  themselves  very  great 
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lenders  to  foreign  states,  but  they  are  great  lenders 
to  those  who  lend  :  they  advance  on  foreign  stocks, 
as  the  phrase  is,  with  "a  margin," — that  is,  they 
find  eighty  per  cent,  of  the  money,  and  the  nominal 
lender  finds  the  rest ;  and  it  is  in  this  way  that  vast 
works  are  achieved  with  English  aid  w*hich  but  for 
that  aid  would  never  have  been  planned. 

In  domestic  enterprises  it  is  the  same.  We  have 
entirely  lost  the  idea  that  any  undertaking  likely 
to  pay,  and  seen  to  be  likely,  can  perish  for  want 
of  money ;  yet  no  idea  was  more  familiar  to  our 
ancestors,  or  is  more  common  now  in  most  countries. 
A  citizen  of  London  in  Queen  Elizabeth's  time  could 
not  have  imagined  our  state  of  mind  :  he  would  have 
thought  that  it  was  of  no  use  inventing  railways 
(if  he  could  have  understood  what  a  railway  meant), 
for  you  would  not  have  been  able  to  collect  the  cap- 
ital with  which  to  make  them.  At  this  moment,  in 
colonies  and  all  rude  countries,  there  is  no  large  sum 
of  transferable  money ;  there  is  no  fund  from  which 
you  can  borrow,  and  out  of  which  you  can  make  im- 
mense works.  Taking  the  world  as  a  whole,  either 
now  or  in  the  past,  it  is  certain  that  in  poor  states 
there  is  no  spare  money  for  new  and  great  under- 
takings ;  and  that  in  most  rich  states  the  money 
is  too  scattered,  and  clings  too  close  to  the  hands 
of  the  owners,  to  be  often  obtainable  in  large  quanti- 
ties for  new  purposes.  A  place  like  Lombard  Street, 
where  in  all  but  the  rarest  times  money  can  be 
always  obtained,  upon  good  security  or  upon  decent 
prospects  of  probable  gain,  is  a  luxury  which  no  coun- 
try has  ever  enjoyed  with  even  comparable  equality 
before. 

But  though  these  occasional  loans  to  new  enter- 
prises and  foreign  states  are  the  most  conspicuous 
instances  of  the  power  of  Lombard  Street,  they  are 
not  by  any  means  the  most  remarkable  or  the  most 
important  use  of  that  power  :  English  trade  is  carried 
on  upon  borrowed  capital  to  an  extent  of  which  few 
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foreigners  have  an  idea,  and  none  of  our  ancestors 
could  have  conceived.  In  every  district  small  traders 
have  arisen  who  "discount  their  bills"  largely,  and 
with  the  capital  so  borrowed,  harass  and  press  upon, 
if  they  do  not  eradicate,  the  old  capitalist.  The  new 
trader  has  obviously  an  immense  advantage  in  the 
struggle  of  trade.  If  a  merchant  have  £50,000  all  his 
own,  to  gain  10  per  cent,  on  it  he  must  make  £5,000 
a  year,  and  must  charge  for  his  goods  accordingly  ; 
but  if  another  has  only  £10,000,  and  borrows  £40,000 
by  discounts  (no  extreme  instance  in  our  modern 
trade),  he  has  the  same  capital  of  £50,000  to  use, 
and  can  sell  much  cheaper.  If  the  rate  at  which  he 
borrows  be  5  per  cent.,  he  will  have  to  pay  £2,000  a 
year;  and  if,  like  the  old  trader,  he  make  £5,000  a 
year,  he  will  still,  after  paying  his  interest,  obtain 
£3,000  a  year,  or  30  per  cent,  on  his  own  £10,000. 
As  most  merchants  are  content  with  much  less  than 
30  per  cent.,  he  will  be  able,  if  he  wishes,  to  forego 
some  of  that  profit,  lower  the  price  of  the  commodity, 
and  drive  the  old-fashioned  trader  —  the  man  who 
trades  on  his  own  capital  — out  of  the  market.  In 
modern  English  business,  owing  to  the  certainty  of 
obtaining  loans  on  discount  of  bills  or  otherwise  at 
a  moderate  rate  of  interest,  there  is  a  steady  bounty 
on  trading  with  borrowed  capital,  and  a  constant  dis- 
couragement to  confine  yourself  solely  or  mainly  to 
your  own  capital. 

This  increasingly  democratic  structure  of  English 
commerce  is  very  unpopular  in  many  quarters,  and 
its  effects  are  no  doubt  exceedingly  mixed.  On  the 
one  hand,  it  prevents  the  long  duration  of  great 
families  of  merchant  princes,  such  as  those  of  Venice 
and  Genoa,  who  inherited  nice  cultivation  as  well  as 
great  wealth,  and  who,  to  some  extent,  combined  the 
tastes  of  an  aristocracy  with  the  insight  and  verve  of 
men  of  business.  These  are  pushed  out,  so  to  say,  by 
the  dirty  crowd  of  little  men;  after  a  generation  or 
two  they  retire  into  idle  luxury.  Upon  their  immense 
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capital  they  can  only  obtain  low  profits,  and  these 
they  do  not  think  enough  to  compensate  them  for  the 
rough  companions  and  rude  manners  they  must  meet 
in  business.  This  constant  leveling  of  our  commercial 
houses  is,  too,  unfavorable  to  commercial  morality. 
Great  firms,  with  a  reputation  which  they  have  re- 
ceived from  the  past  and  which  they  wish  to  trans- 
mit to  the  future,  cannot  be  guilty  of  small  frauds  : 
they  live  by  a  continuity  of  trade,  which  detected 
fraud  would  spoil.  When  we  scrutinize  the  reason  of 
the  impaired  reputation  of  English  goods,  we  find  it 
is  the  fault  of  new  men  with  little  money  of  their 
own,  created  by  bank  " discounts":  these  men  want 
business  at  once,  and  they  produce  an  inferior  article 
to  get  it ;  they  rely  on  cheapness,  and  rely  success- 
fully. 

But  these  defects  and  others  in  the  democratic 
structure  of  commerce  are  compensated  by  one  great 
excellence  :  no  country  of  great  hereditary  trade,  no 
European  country  at  least,  was  ever  so  little  "sleepy," 
to  use  the  only  fit  word,  as  England ;  no  other  was 
ever  so  prompt  at  once  to  seize  new  advantages.  A 
country  dependent  mainly  on  great  "merchant  princes" 
will  never  be  so  prompt ;  their  commerce  perpetually 
slips  more  and  more  into  a  commerce  of  routine.  A 
man  of  large  wealth,  however  intelligent,  always 
thinks,  more  or  less,  "I  have  a  great  income,  and  I 
want  to  keep  it :  if  things  go  on  as  they  are  I  shall 
certainly  keep  it,  but  if  they  change  I  may  not 
keep  it;"  consequently  he  considers  every  change  of 
circumstance  a  "bore,"  and  thinks  of  such  changes  as 
little  as  he  can.  But  a  new  man,  who  has  his  way 
to  make  in  the  world,  knows  that  such  changes  are 
his  opportunities ;  he  is  always  on  the  lookout  for 
them,  and  always  heeds  them  when  he  finds  them. 
The  rough  and  vulgar  structure  of  English  commerce 
is  the  secret  of  its  life;  for  it  contains  the  "pro- 
pensity to  variation,"  which,  in  the  social  as  in  the 
animal  kingdom,  is  the  principle  of  progress. 
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In  this  constant  and  chronic  borrowing,  Lombard 
Street  is  the  great  go-between ;  it  is  a  sort  of  stand- 
ing broker  between  [the]  quiet  saving  districts  of  the 
country  and  the  active  employing  districts.  Why  par- 
ticular trades  settled  in  particular  places  it  is  often 
difficult  to  say :  but  one  thing  is  certain,  that  when  a 
trade  has  settled  in  any  one  spot,  it  is  very  difficult 
for  another  to  oust  it,  —  impossible  unless  the  second 
place  possesses  some  very  great  intrinsic  advantage  ; 
commerce  is  curiously  conservative  in  its  homes,  un- 
less it  is  imperiously  obliged  to  migrate.  Partly  from 
this  cause,  and  partly  from  others,  there  are  whole 
districts  in  England  which  cannot  and  do  not  employ 
their  own  money.  No  purely  agricultural  county  does 
so ;  the  savings  of  a  county  with  good  land  but  no 
manufactures  and  no  trade  much  exceed  what  can 
be  safely  lent  in  the  county.  These  savings  are 
first  lodged  in  the  local  banks,  are  by  them  sent  to 
London,  and  are  deposited  with  London  bankers  or 
with  the  bill-brokers.  In  either  case  the  result  is  the 
same :  the  money  thus  sent  up  from  the  accumulating 
districts  is  employed  in  discounting  the  bills  of  the 
industrial  districts.  Deposits  are  made  with  the  bank- 
ers and  bill-brokers  in  Lombard  Street  by  the  bankers 
of  such  counties  as  Somersetshire  and  Hampshire, 
and  those  bill  brokers  and  bankers  employ  them  in 
the  discount  of  bills  from  Yorkshire  and  Lancashire. 
Lombard  Street  is  thus  a  perpetual  agent  between 
the  two  great  divisions  of  England,  —  between  the 
rapidly  growing  districts,  where  almost  any  amount 
of  money  can  be  well  and  easily  employed,  and  the 
stationary  and  the  declining  districts,  where  there  is 
more  money  than  can  be  used. 

This  organization  is  so  useful  because  it  is  so 
easily  adjusted.  Political  economists  say  that  capital 
sets  towards  the  most  profitable  trades,  and  that  it 
rapidly  leaves  the  less  profitable  and  non-paying  trades  ; 
but  in  ordinary  countries  this  is  a  slow  process,  and 
some  persons  who  want  to  have  ocular  demonstration 
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of  abstract  truths  have  been  inclined  to  doubt  it  be- 
cause they  could  not  see  it.  In  England,  however, 
the  process  would  be  visible  enough  if  you  could  only 
see  the  books  of  the  bill-brokers  and  the  bankers : 
their  bill  cases  as  a  rule  are  full  of  the  bills  drawn 
in  the  most  profitable  trades,  and  cceteris  paribus 
and  in  comparison  empty  of  those  drawn  in  the  less 
profitable.  If  the  iron  trade  ceases^to  be  as  profitable 
as  usual,  less  iron  is  sold ;  the  fewer  the  sales  th£ 
fewer  the  bills  :  and  in  consequence  the  number  of 
iron  bills  in  Lombard  Street  is  diminished.  On  the 
other  hand,  if  in  consequence  of  a  bad  harvest  the 
corn  trade  becomes  on  a  sudden  profitable,  imme- 
diately "corn  bills"  are  created  in  great  numbers, 
and  if  good  are  discounted  in  Lombard  Street.  Thus 
English  capital  runs  as  surely  and  instantly  where  it 
is  most  wanted,  and  where  there  is  most  to  be  made 
of  it,  as  water  runs  to  find  its  level. 

This  efficient  and  instantly  ready  organization 
gives  us  an  enormous  advantage  in  competition  with 
less  advanced  countries,  —  less  advanced,  that  is,  in 
this  particular  respect  of  credit.  In  a  new  trade, 
English  capital  is  instantly  at  the  disposal  of  persons 
capable  of  understanding  the  new  opportunities  and 
of  making  good  use  of  them.  In  countries  where 
there  is  little  money  to  lend,  and  where  that  little  is 
lent  tardily  and  reluctantly,  enterprising  traders  are 
long  kept  back,  because  they  cannot  at  once  borrow 
the  capital  without  which  skill  and  knowledge  are 
useless.  All  sudden  trades  come  to  England,  and  in 
so  doing  often  disappoint  both  rational  probability 
and  the  predictions  of  philosophers.  The  Suez  Canal 
is  a  curious  case  of  this  :  all  predicted  that  the  canal 
would  undo  what  the  discovery  of  the  passage  to 
India  round  the  Cape  effected.  Before  that,  all  Ori- 
ental trade  went  to  ports  in  the  South  of  Europe,  and 
was  thence  diffused  through  Europe.  That  London 
and  Liverpool  should  be  centers  of  East-Indian  com- 
merce is  a  geographical  anomaly,  which  the  Suez 
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Canal,  it  was  said,  would  rectify:  "The  Greeks,"  said 
M.  de  Tocqueville,  "the  Styrians,  the  Dalmatians,  the 
Italians,  and  the  Sicilians  are  the  people  who  will 
use  the  canal,  if  any  use  it."*  But  on  the  contrary, 
the  main  use  of  the  canal  has  been  by  the  English  : 
none  of  the  nations  named  by  Tocqueville  had  the 
capital,  or  a  tithe  of  it,  ready  to  build  the  large  screw 
steamers  which  alone  can  use  the  canal  profitably. 
Ultimately  these  plausible  predictions  may  or  may 
not  be  right,  but  as  yet  they  have  been  quite  wrong; 
not  because  England  has  rich  people,  —  there  are 
wealthy  people  in  all  countries,  —  but  because  she 
possesses  an  unequaled  fund  of  floating  money,  which 
will  help  in  a  moment  any  merchant  who  sees  a 
great  prospect  of  new  profit. 

And  not  only  does  this  unconscious  "organization 
of  capital,"  to  use  a  Continental  phrase,  make  the 
English  specially  quick  in  comparison  with  their 
neighbors  on  the  Continent  at  seizing  on  novel  mer- 
cantile opportunities,  but  it  makes  them  likely  also  to 
retain  any  trade  on  which  they  have  once  regularly 
fastened.  Mr.  MacCulloch,  following  Bicardo,  used  to 
teach  that  all  old  nations  had  a  special  aptitude  for 
trades  in  which  much  capital  is  required  :  the  interest 
of  capital  having  been  reduced  in  such  countries,  he 
argued,  by  the  necessity  of  continually  resorting  to 
inferior  soils,  they  can  undersell  countries  where  profit 
is  high,  in  all  trades  needing  great  capital,  f  And  in 
this  theory  there  is  doubtless  much  truth,  though  it 
can  only  be  applied  in  practice  after  a  number  of 
limitations  and  with  a  number  of  deductions  of  which 
the  older  school  of  political  economists  did  not  take 
enough  notice ;  but  the  same  principle  plainly  and 
practically  applies  to  England,  in  consequence  of 
her  habitual  use  of  borrowed  capital.  As  has  been 

*  Conversation  with  Senior,  May  15,  1857;  Vol.  ii.  of  De  T.'s  "Remains." 
tNote  vii.  to  MacCulloch's  edition  of  the  "Wealth  of  Nations"  (pages 

475-7);    criticizing  also   Ricardo's  chapter  on    "Profits"   (vi.   of   "Political 

Econom}T"). 
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explained,  a  new  man,  with  a  small  capital  of  his  own 
and  a  large  borrowed  capital,  can  undersell  a  rich 
man  who  depends  on  his  own  capital  only  :  the  rich 
man  wants  the  full  rate  of  mercantile  profit  on  the 
whole  of  the  capital  employed  in  his  trade,  but  the 
poor  man  wants  only  the  interest  of  money  (perhaps 
not  a  third  of  the  rate  of  profit)  on  very  much  of 
what  he  uses,  and  therefore  an  income  will  be  an 
ample  recompense  to  the  poor  man  which  would 
starve  the  rich  man  out  of  the  trade.  All  the 
common  notions  about  the  new  competition  of  foreign 
countries  with  England,  and  its  dangers, — notions  in 
which  there  is  in  other  aspects  much  truth,  —  require 
to  be  reconsidered  in  relation  to  this  aspect :  England 
has  a  special  machinery  for  getting  into  trade  new 
men  who  will  be  content  with  low  prices ;  and  this 
machinery  will  probably  secure  her  success,  for  no 
other  country  is  soon  likely  to  rival  it  effectually. 

There  are  many  other  points  which  might  be 
insisted  on,  but  it  would  be  tedious  and  useless  to 
elaborate  the  picture.  The  main  conclusion  is  very 
plain  :  that  English  trade  is  become  essentially  a  trade 
on  borrowed  capital,  and  that  it  is  only  by  this L 
refinement  of  our  banking  system  that  we  are  able 
to  do  the  sort  of  trade  we  do,  or  to  get  through  the 
quantity  of  it. 

But  in  exact  proportion  to  the  power  of  this  sys- 
tem is  its  delicacy,  —  I  should  hardly  say  too  much  if 
I  said  its  danger ;  only  our  familiarity  blinds  us  to 
the  marvelous  nature  of  the  system.  There  never 
was  so  much  borrowed  money  collected  in  the  world 
as  is  now  collected  in  London.  Of  the  many  millions 
in  Lombard  Street,  infinitely  the  greater  proportion 
is  held  by  bankers  or  others  on  short  notice  or  on 
demand,  —  that  is  to  say,  the  owners  could  ask  for  it 
all  any  day  they  please ;  in  a  panic  some  of  them 
do  ask  for  some  of  it :  if  any  large  fraction  of  that 
money  really  was  demanded,  our  banking  system  and 
our  industrial  system  too  would  be  in  great  danger. 
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Some  of  those  deposits,  too,  are  of  a  peculiar  and 
very  distinct  nature.  Since  the  Franco-German  war, 
we  have  become  to  a  much  larger  extent  than  before 
the  bankers  of  Europe ;  a  very  large  sum  of  foreign 
money  is  on  various  accounts  and  for  various  purposes 
held  here :  and  in  a  time  of  panic  it  might  be  asked 
for.  In  1866  we  held  only  a  much  smaller  sum  of 
foreign  money,  but  that  smaller  sum  was  demanded 
and  we  had  to  pay  it  at  great  cost  and  suffering ;  and 
it  would  be  far  worse  if  we  had  to  pay  the  greater 
sums  we  now  hold,  without  better  resources  than  we 
had  then. 

It  may  be  replied  that  though  our  instant  liabilities 
are  great,  our  present  means  are  large  ;  that  though 
we  have  much  we  may  be  asked  to  pay  at  any 
moment,  we  have  very  much  ahvays  ready  to  pay  it 
with.  But  on  the  contrary,  there  is  no  country  at 
present,  and  there  never  was  any  country  before,  in 
which  the  ratio  of  the  cash  reserve  to  the  bank 
deposits  was  so  small  as  it  is  now  in  England.*  So 
far  from  our  being  able  to  rely  on  the  proportional 
magnitude  of  our  cash  in  hand,  the  amount  of  that 
cash  is  so  exceedingly  small  that  a  bystander  almost 
trembles  when  he  compares  its  minuteness  with  the 
immensity  of  the  credit  which  rests  upon  it. 

Again,  it  may  be  said  that  we  need  not  be  alarmed 
at  the  magnitude  of  our  credit  system  or  at  its 
refinement,  for  that  we  have  learned  by  experience 
the  way  of  controlling  it,  and  always  manage  it 
with  discretion.  Bat  we  do  not  always  manage  it 
with  discretion  :  there  is  the  astounding  instance  of 
Overend,  Gurney  &  Co.  to  the  contrary.  Ten  years 
ago  that  house  stood  next  to  the  Bank  of  England 
in  the  City  of  London ;  it  was  better  known  abroad 
than  any  similar  firm, —  known  perhaps  better  than 
any  purely  English  firm.  The  partners  had  great  es- 
tates, which  had  mostly  been  made  in  the  business; 
they  still  derived  an  immense  income  from  it :  yet 

*See  Note  A  in  Appendix. 
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in  six  years  they  lost  all  their  own  wealth,  sold  the 
business  to  the  company,  and  then  lost  a  large  part 
of  the  company's  capital ;  and  these  losses  were  made 
in  a  manner  so  reckless  and  so  foolish  that  one 
would  think  a  child  who  had  lent  money  in  the  City 
of  London  would  have  lent  it  better.  After  this 
example,  we  must  not  confide  too  surely  in  long- 
established  credit,  or  in  firmly  rooted  traditions  of 
business  ;  we  must  examine  the  system  on  which 
these  great  masses  of  money  are  manipulated,  and 
assure  ourselves  that  it  is  safe  and  right. 

But  it  is  not  easy  to  rouse  men  of  business  to  the 
task  :  they  let  the  tide  of  business  float  before  them  ; 
they  make  money  or  strive  to  do  so  while  it  passes, 
and  they  are  unwilling  to  think  where  it  is  going. 
Even  the  great  collapse  of  Overends,  though  it  caused 
a  panic,  is  beginning  to  be  forgotten.  Most  men  of 
business  think,  "Anyhow,  this  system  will  probably 
last  my  time  :  it  has  gone  on  a  long  time,  and  is 
likely  to  go  on  still."  But  the  exact  point  is,  that  it 
has  not  gone  on  a  long  time ;  the  collection  of  these 
immense  sums  in  one  place  and  in  few  hands  is  per- 
fectly new.  In  1844  the  liabilities  of  the  four  great 
London  joint-stock  banks  were  £10,637,000,  they  now 
are  more  than  £60,000,000 ;  the  private  deposits  of  the 
Bank  of  England  then  were  £9,000,000,  they  now  are 
£18,000,000 ;  there  was  in  1844  throughout  the  country 
but  a  fraction  of  the  vast  deposit  business  which  now 
exists.  We  cannot  appeal,  therefore,  to  experience  to 
prove  the  safety  of  our  system  as  it  now  is,  for  the 
present  magnitude  of  that  system  is  entirely  new. 
Obviously,  a  system  may  be  fit  to  regulate  a  few 
millions  and  yet  quite  inadequate  when  it  is  set  to 
cope  with  many  millions  ;  and  thus  it  may  be  with 
"Lombard  Street,"  so  rapid  has  been  its  growth  and 
so  unprecedented  is  its  nature. 

I  am  by  no  means  an  alarmist.  I  believe  that  our 
system,  though  curious  and  peculiar,  may  be  worked 
safely ;  bujb  if  we  wish  so  to  work  it,  wev  must  study 
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it.  We  must  not  think  we  have  an  easy  task  when 
we  have  a  difficult  task,  or  that  we  are  living  in  a 
natural  state  when  we  are  really  living  in  an  artifi- 
cial one.  Money  will  not  manage  itself,  and  Lombard 
Street  has  a  great  deal  of  money  to  manage. 


CHAPTER  1 1. 

A  GENERAL  VIEW  OF  LOMBARD   STREET. 
I. 

THE  objects  which  you  see  in  Lombard  Street,  and 
in  that  money  world  which  is  grouped  about  it,  are 
the  Bank  of  England,  the  private  banks,  the  joint- 
stock  banks,  and  the  bill-brokers.  But  before  describ- 
ing each  of  these  separately,  we  must  look  at  what 
all  have  in  common  and  at  the  relation  of  each  to 
the  others. 

The  distinctive  function  of  the  banker,  says 
Ricardo,  begins  as  soon  as  he  uses  the  money  of 
others ;  *  as  long  as  he  uses  his  own  money  he  is 
only  a  capitalist.  Accordingly,  all  the  banks  in  Lom- 
bard Street  (and  bill-brokers  are  for  this  purpose  only 
a  kind  of  bankers)  hold  much  money  belonging  to 
other  people,  on  running  account  and  on  deposit.  In 
Continental  language,  Lombard  Street  is  an  organiza- 
tion of  credit ;  and  we  are  to  see  if  it  is  a  good  or 
bad  organization  in  its  kind,  or,  if  (as  is  most  likely) 
it  turn  out  to  be  mixed,  what  are  its  merits  and  what 
are  its  defects. 

The  main  point  on  which  one  system  of  credit 
differs  from  another  is  "soundness."  Credit  means 
that  a  certain  confidence  is  given  and  a  certain  trust 
reposed :  Is  that  trust  justified  ?  and,  Is  that  con- 
fidence wise  ?  these  are  the  cardinal  questions.  To 
put  it  more  simply,  credit  is  a  set  of  promises  to  pay  : 
will  those  promises  be  kept  ?  Especially  in  banking, 
where  the  "liabilities,"  or  promises  to  pay,  are  so 

*"  Proposals  for  an  Economical  and  Secure  Currency;"  MacCulloch's 
edition,  page  431. 
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large,  and  the  time  at  which  to  pay  them  if  exacted 
is  so  short,  an  instant  capacity  to  meet  engagements 
is  the  cardinal  excellence. 

All  which  a  banker  wants  to  pay  his  creditors  is 
a  sufficient  supply  of  the  legal  tender  of  the  country, 
no  matter  what  that  legal  tender  may  be.  Different 
countries  differ  in  their  laws  of  legal  tender ;  but 
for  the  primary  purposes  of  banking  these  systems 
are  not  material.  A  good  system  of  currency  will 
benefit  the  country,  and  a  bad  system  will  hurt  it : 
indirectly,  bankers  will  be  benefited  or  injured  with 
the  country  in  which  they  live  ;  but  practically,  and 
for  the  purposes  of  their  daily  life,  they  have  no  need 
to  think  and  never  do  think  on  theories  of  currency. 
They  look  at  the  matter  simply;  they  say,  "I  am 
under  an  obligation  to  pay  such  and  such  sums  of 
legal  currency  :  how  much  have  I  in  my  till,  or  have 
I  at  once  under  my  command,  of  that  currency  ? " 
In  America,  for  example,  it  is  quite  enough  for  a 
banker  to  hold  "  greenbacks,"  though  the  value  of 
these  changes  as  the  government  chooses  to  enlarge 
or  contract  the  issue.  But  a  practical  New  York 
banker  has  no  need  to  think  of  the  goodness  or  bad- 
ness of  this  system  at  all ;  he  need  only  keep  enough 
1  'greenbacks"  to  pay  all  probable  demands,  and  then 
he  is  fairly  safe  from  the  risk  of  failure. 

By  the  law  of  England  the  legal  tenders  are  gold 
and  silver  coin  (the  last  for  small  amounts  only), 
and  Bank  of  England  notes  ;  but  the  number  of  our 
attainable  bank  notes  is  not,  like  American  "green- 
backs," dependent  on  the  will  of  the  state, — it  is 
limited  by  the  provisions  of  the  Act  of  1844.  That 
act  separates  the  Bank  of  England  into  two  thalves  : 
the  Issue  Department  only  issues  notes,  and  can  only 
issue  £15,000,000  on  government  securities ;  for  all 
the  rest  it  must  have  bullion  deposited.  Take  for 
example  an  account  which  may  be  considered  an 
average  specimen  of  those  of  the  last  few  years,  — 
that  for  the  last  week  of  1869  :  — 
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An  account  pursuant  to  the  Act  7th  and  8th  Victoria,  cap.  32, 
for  the  week  ending  on  Wednesday,  the  29th  day  of  December, 
1869. 


ISSUE  DEPARTMENT. 
£ 


Notes  issued, 


33,288,640 


33,288,640 


Government  debt,  . 


£ 

11,015,100 
Other  securities,  .  .  3,984,900 
Gold  coin  and  bullion,  18. 288, 640 
Silver  bullion,  ...  — 


33,288,640 


BANKING  DEPARTMENT. 


Proprietors'  capital,     . 

Rest, 

Public  deposits,  includ- 
ing Exchequer,  Sav- 
ings Banks,  Commis- 
sioners of  National 
Debt,  and  dividend 
accounts,  .... 

Other  deposits,  .     .     . 

Seven -day  and  other 
bills,  * 


£ 

14,553,000 
3,103,301 


8,585,215 
f8, 204, 607 

445,490 


Government  securities,  13,811,953 

Other  securities,      .     .  19,781,988 

Notes, 10,389,690 

Gold  and  silver  coin,    .  907,982 


44,891,613  44,891,613 

GEO.    FORBES,  Chief  Cashier. 
Dated  the  30th  December,  1869. 

There  are  here  £15,000,000  bank  notes  issued  on  se- 
curities, and  £18,288,640  represented  by  bullion.  The 
Bank  of  England  has  no  power,  by  law,  to  increase 
the  currency  in  any  other  manner ;  it  holds  the  stip- 
ulated amount  of  securities,  and  for  all  the  rest  it 
must  have  bullion.  This  is  the  "cast-iron"  system,  - 
the  "hard  and  fast"  line  which  the  opponents  of  the 
Act  say  ruins  us,  and  which  the  partisans  of  the  Act 
say  saves  us ;  but  I  have  nothing  to  do  with  its  expe- 
diency here, — all  which  is  to  my  purpose  is  that  our 
paper  "legal  tender,"  our  bank  notes,  can  only  be 
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obtained  in  this  manner.  If  therefore  an  English 
banker  retains  a  sum  of  Bank  of  England  notes  or 
coin  in  due  proportion  to  his  liabilities,  he  has  a 
sufficient  amount  of  the  legal  tender  of  this  country, 
and  he  need  not  think  of  anything  more. 

But  here  a  distinction  must  be  made.  It  is  to  be 
observed  that  properly  speaking  we  should  not  in- 
clude in  the  "reserve"  of  a  bank,  "legal  tenders" 
or  cash  which  the  bank  keeps  to  transact  its  daily 
business,  —  that  is  as  much  a  part  of  its  daily  stock 
in  trade  as  its  desks  or  offices ;  or  at  any  rate,  what- 
ever words  we  may  choose  to  use,  we  must  carefully 
distinguish  between  this  cash  in  the  till  which  is 
wanted  every  day,  and  the  safety  fund,  as  we  may 
call  it,  —  the  special  reserve  held  by  the  bank  to  meet 
extraordinary  and  unfrequent  demands. 

What,  then,  subject  to  this  preliminary  explana- 
tion, is  the  amount  of  legal  tender  held  by  our 
bankers  against  their  liabilities  ?  The  answer  is  re- 
markable, and  is  the  key  to  our  whole  system :  it 
may  be  broadly  said  that  no  bank,  in  London  or  out 
of  it,  holds  any  considerable  sum  in  hard  cash  or 
legal  tender  (above  what  is  wanted  for  its  daily  busi- 
ness), except  the  Banking  Department  of  the  Bank  of 
England.  That  department  had  on  the  29th  day  of 
December,  1869,  liabilities  as  follows :  — 

£ 

Public  deposits, 8,585,000 

Private  deposits, 18,205,000 

Seven-day  and  other  bills,  ....          445,000 

Total,       .         .         .         .     27,235,000 

and  a  cash  reserve  of  £11,297,000.  And  this  is  all 
the  cash  reserve,  we  must  carefully  remember,  which 
under  the  law  the  Banking  Department  of  the  Bank 
of  England,  as  we  cumbrously  call  it, —the  Bank  of 
England  for  banking  purposes, —possesses ;  that  de- 
partment can  no  more  multiply  or  manufacture  bank 
notes  than  any  other  bank  can  multiply  them.  At 
that  particular  day  the  Bank  of  England  had  only 
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£11,297,000  in  its  till,  against  liabilities  of  nearly  three 
times  the  amount.  It  had  "consols"  and  other 
securities  which  it  could  offer  for  sale,  no  doubt,  and 
which  if  sold  would  augment  its  supply  of  bank 
notes,  — and  the  relation  of  such  securities  to  real 
cash  will  be  discussed  presently ;  but  of  real  cash, 
the  Bank  of  England  for  this  purpose  —  the  banking 
Bank  —  had  then  so  much  and  no  more. 

And  we  may  well  think  this  a  great  deal,  if  we 
examine  the  position  of  other  banks :  no  other  bank 
holds  any  amount  of  substantial  importance  in  its 
own  till  beyond  what  is  wanted  for  daily  purposes. 
All  London  banks  keep  their  principal  reserve  on 
deposit  at  the  Banking  Department  of  the  Bank  of 
England ;  this  is  by  far  the  easiest  and  safest  place 
for  them  to  use, — the  Bank  of  England  thus  has  the 
responsibility  of  taking  care  of  it.  The  same  reasons 
which  make  it  desirable  for  a  private  person  to  keep 
a  banker  make  it  also  desirable  for  every  banker,  as 
respects  his  reserve,  to  bank  with  another  banker  if 
he  safely  can.  The  custody  of  very  large  sums  in 
solid  cash  entails  much  care  and  some  cost ;  every 
one  wishes  to  shift  these  upon  others  if  he  can  do 
so  without  suffering :  accordingly,  the  other  bankers 
of  London,  having  perfect  confidence  in  the  Bank 
of  England,  get  that  Bank  to  keep  their  reserve  for 
them. 

The  London  bill-brokers  do  much  the  same.  Indeed, 
they  are  only  a  special  sort  of  bankers,  who  allow 
daily  interest  on  deposits  and  who  for  most  of  their 
money  give  security;  but  we  have  no  concern  now 
with  these  differences  of  detail.  The  bill-brokers 
lend  most  of  their  money,  and  deposit  the  remnant 
either  with  the  Bank  of  England  or  some  London 
banker ;  that  London  banker  lends  what  he  chooses 
of  it,  the  rest  he  leaves  at  the  Bank  of  England  :  you 
always  come  back  to  the  Bank  of  England  at  last. 

But  those  who  keep  immense  sums  with  a  banker 
gain  a  convenience  at  the  expense  of  a  danger  :  they 
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are  liable  to  lose  them  if  the  bank  fail.  As  all  other 
bankers  keep  their  banking  reserve  at  the  Bank  of 
England,  they  are  liable  to  fail  if  it  fails  ;  they  are 
dependent  on  the  management  of  the  Bank  of  Eng- 
land, in  a  day  of  difficulty  and  at  a  crisis,  for  the 
spare  money  they  keep  to  meet  that  difficulty  and 
crisis.  And  in  this  there  is  certainly  considerable 
risk:  three  times  "Peel's  Act"  has  been  suspended 
because  the  Banking  Department  was  empty.  Before 
the  act  was  broken 

In  1847,  the  Banking  Department  was  reduced  to       1,994,000 
1857,  "  "  1,462,000 

1866,  "  "  3,000,000 

In  fact,  in  none  of  those  years  could  the  Banking 
Department  of  the  Bank  of  England  have  survived  if 
the  law  had  not  been  broken. 

Nor  must  it  be  fancied  that  this  danger  is  unreal, 
artificial,  and  created  by  law.  There  is  a  risk  of  our 
thinking  so,  because  we  hear  that  the  danger  can  be 
cured  by  breaking  an  act ;  but  substantially  the  same 
danger  existed  before  the  act.  In  1825,  when  only 
coin  was  a  legal  tender,  and  when  there  was  only 
one  department  in  the  Bank,  the  Bank  had  reduced 
its  reserve  to  £1,027,000,  and  was  within  an  ace  of 
stopping  payment. 

But  the  danger  to  the  depositing  banks  is  not 
the  sole  or  the  principal  consequence  of  this  mode 
of  keeping  the  London  reserve :  the  main  effect  is, 
to  cause  the  reserve  to  be  much  smaller  in  propor- 
tion to  the  liabilities  than  it  would  otherwise  be, — 
the  reserve  of  the  London  bankers  being  on  deposit 
in  the  Bank  of  England,  the  Bank  always  lends  a 
principal  part  of  it.  Suppose  (a  favorable  supposition) 
that  the  Banking  Department  holds  more  than  two- 
fifths  of  its  liabilities  in  cash,  that  it  lends  three-fifths 
of  its  deposits  and  retains  in  reserve  only  two-fifths ; 
if  then  the  aggregate  of  the  bankers'  deposited  re- 
serve be  £5,000,000,  £3,000,000  of  it  will  be  lent  by  the 
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Banking  Department,  and  £2,000,000  will  be  kept  in 
the  till :  in  consequence,  that  £2,000,000  is  all  which 
is  really  held  in  actual  cash  as  against  the  liabilities 
of  the  depositing  banks  ;  if  Lombard  Street  were  on 
a  sudden  thrown  into  liquidation,  and  made  to  pay  as 
much  as  it  could  on  the  spot,  that  £2,000,000  would 
be  all  which  the  Bank  of  England  could  pay  to  the 
depositing  banks,  and  consequently  all,  besides  the 
small  cash  in  the  till,  which  those  banks  could  on  a 
sudden  pay  to  the  persons  who  have  deposited  with 
them. 

We  see  then  that  the  banking  reserve  of  the 
Bank  of  England  —  some  £10,000,000  on  an  average 
of  years  now,  and  formerly  much  less  —  is  all  which 
is  held  against  the  liabilities  of  Lombard  Street ;  and 
if  that  were  all,  we  might  well  be  amazed  at  the  im- 
mense development  of  our  credit  system,  —  in  plain 
English,  at  the  immense  amount  of  our  debts  payable 
on  demand,  and  the  smallness  of  the  sum  of  actual 
money  which  we  keep  to  pay  them  if  demanded. 
But  there  is  more  to  come  :  Lombard  Street  is  not 
only  a  place  requiring  to  keep  a  reserve,  it  is  itself  a 
place  where  reserves  are  kept.  All  country  bankers 
keep  their  reserve  in  London ;  they  only  retain  in 
each  country  town  the  minimum  of  cash  necessary 
to  the  transaction  of  the  current  business  of  that 
country  town.  Long  experience  has  told  them  to  a 
nicety  how  much  this  is,  and  they  do  not  waste 
capital  and  lose  profit  by  keeping  more  idle ;  they 
send  the  money  to  London,  invest  a  part  of  it  in 
securities,  and  keep  the  rest  with  the  London  bankers 
and  the  bill-brokers.  The  habit  of  Scotch  and  Irish 
bankers  is  much  the  same :  all  their  spare  money  is  in 
London,  and  is  invested  as  all  other  London  money 
now  is :  and  therefore  the  reserve  in  the  Banking 
Department  of  the  Bank  of  England  is  the  banking 
reserve  not  only  of  the  Bank  of  England,  but  of  all 
London  ;  and  not  only  of  all  London,  but  of  all  Eng- 
land, Ireland,  and  Scotland  too. 
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Of  late  there  has  been  a  still  further  increase  in 
our  liabilities :  since  the  Franco-German  war  we  may 
be  said  to  keep  the  European  reserve  also.  Deposit 
banking  is  indeed  so  small  on  the  Continent  that 
no  large  reserve  need  be  held  on  account  of  it ;  a 
reserve  of  the  same  sort  which  is  needed  in  Eng- 
land and  Scotland  is  not  needed  abroad :  but  all 
great  communities  have  at  times  to  pay  large  sums 
in  cash,  and  of  that  cash  a  great  store  must  be  kept 
somewhere.  Formerly  there  were  two  such  stores  in 
Europe,  —  one  was  the  Bank  of  France,  and  the  other 
the  Bank  of  England ;  but  since  the  suspension  of 
specie  payments  by  the  Bank  of  France,  its  use  as 
a  reservoir  of  specie  is  at  an  end,  —  no  one  can  draw 
a  check  on  it  and  be  sure  of  getting  gold  or  silver 
for  that  check :  accordingly,  the  whole  liability  for 
such  international  payments  in  cash  is  thrown  on 
the  Bank  of  England.  No  doubt '  foreigners  cannot 
take  from  us  our  own  money,  —  they  must  send  here 
"value"  in  some  shape  or  other  for  all  they  take 
away;  but  they  need  not  send  "cash," — they  may 
send  good  bills  and  discount  them  in  Lombard  Street, 
and  take  away  any  part  of  the  produce  or  all  the 
produce  in  bullion.  It  is  only  putting  the  same  point 
in  other  words  to  say  that  all  exchange  operations 
are  centering  more  and  more  in  London.  Formerly 
for  many  purposes  Paris  was  a  European  settling- 
house,  but  now  it  has  ceased  to  be  so.  The  note  of 
the  Bank  of  France  has  not  indeed  been  depreciated 
enough  to  disorder  ordinary  transactions :  but  any 
depreciation,  however  small,  —  even  the  liability  to 
depreciation  without  its  reality,  —  is  enough  to  dis- 
order exchange  transactions ;  they  are  calculated  to 
such  an  extremity  of  fineness  that  the  change  of  a 
decimal  may  be  fatal,  and  may  turn  a  profit  into  a 
loss.  Accordingly,  London  has  become  the  sole  great 
settling-house  of  exchange  transactions  in  Europe, 
instead  of  being  [as]  formerly  one  of  two;  and  this 
pre-eminence  London  will  probably  maintain,  for  it 
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is  a  natural  pre-eminence.  The  number  of  mercantile 
bills  drawn  upon  London  incalculably  surpasses  those* 
drawn  on  any  other  European  city ;  London  is  the 
place  which  receives  more  than  any  other  place  and 
pays  more  than  any  other  place,  and  therefore  it  is 
the  natural  "clearing-house."  The  pre-eminence  of 
Paris  partly  arose  from  a  distribution  of  political 
power,  which  is  already  disturbed ;  but  that  of  Lon- 
don depends  on  the  regular  course  of  commerce, 
which  is  singularly  stable  and  hard  to  change. 

Now  that  London  is  the  clearing-house  to  foreign 
countries,  London  has  a  new  liability  to  foreign 
countries.  At  whatever  place  many  people  have  to 
make  payments,  at  that  place  those  people  must  keep 
money ;  a  large  deposit  of  foreign  money  in  Lon- 
don is  now  necessary  for  the  business  of  the  world. 
During  the  immense  payments  from  France  to  Ger- 
many, the  sum  in  transitu  —  the  sum  in  London  — 
has  perhaps  been  unusually  large  ;  but  it  will  ordi- 
narily be  very  great.  The  present  political  circum- 
stances no  doubt  will  soon  change :  we  shall  soon  hold 
in  Lombard  Street  far  less  of  the  money  of  foreign 
governments ;  but  we  shall  hold  more  and  more  of 
the  money  of  private  persons,  for  the  deposit  at  a 
clearing-house  necessary  to  settle  the  balance  of  com- 
merce must  tend  to  increase  as  that  commerce  itself 
increases. 

And  this  foreign  deposit  is  evidently  of  a  delicate 
and  peculiar  nature  :  it  depends  on  the  good  opinion 
of  foreigners,  and  that  opinion  may  diminish  or  may 
change  into  a  bad  opinion.  After  the  panic  of  1866, 
especially  after  the  suspension  of  Peel's  Act  (which 
many  foreigners  confound  with  a  suspension  of  cash 
payments),  a  large  amount  of  foreign  money  was 
withdrawn  from  London ;  and  we  may  reasonably 
presume  that  in  proportion  as  we  augment  the  de- 
posits of  cash  by  foreigners  in  London,  we  augment 
both  the  chances  and  the  disasters  of  a  "run"  upon 
England. 
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And  if  that  run  should  happen,  the  bullion  to 
meet  it  must  be  taken  from  the  Bank :  there  is  no 
other  large  store  in  the  country.  The  great  exchange 
dealers  may  have  a  little  for  their  own  purposes,  but 
they  have  no  store  worth  mentioning  in  comparison 
with  this.  If  a  foreign  creditor  is  so  kind  as  to  wait 
his  time  and  buy  the  bullion  as  it  comes  into  the 
country,  he  may  be  paid  without  troubling  the  Bank 
or  distressing  the  money  market ;  the  German  gov- 
ernment has  recently  been  so  kind,  —  it  was  in  no 
respect  afraid  :  but  a  creditor  who  takes  fright  will 
not  w^ait,  and  if  he  wants  bullion  in  a  hurry  he  must 
come  to  the  Bank  of  England. 

In  consequence,  all  our  credit  system  depends  on 
the  Bank  of  England  for  its  security;  on  the  wisdom 
of  the  directors  of  that  one  joint-stock  company  it 
depends  whether  England  shall  be  solvent  or  insolvent. 
This  may  seem  too  strong,  but  it  is  not :  all  banks 
depend  on  the  Bank  of  England,  and  all  merchants 
depend  on  some  banker.  If  a  merchant  have  £10,000 
at  his  bankers,  and  want  to  pay  it  to  some  one  in 
Germany,  he  will  not  be  able  to  pay  it  unless  his 
banker  can  pay  him  ;  and  the  banker  will  not  be 
able  to  pay  if  the  Bank  of  England  should  be  in 
difficulties  and  cannot  produce  his  "reserve." 

The  directors  of  the  Bank  are  therefore,  in  fact 
if  not  in  name,  trustees  for  the  public,  to  keep  a 
banking  reserve  on  their  behalf ;  and  it  would  natur- 
ally be  expected  either  that  they  distinctly  recognized 
this  duty  and  engaged  to  perform  it,  or  that  their 
own  self-interest  was  so  strong  in  the  matter  that 
no  engagement  was  needed.  But  so  far  from  there 
being  a  distinct  undertaking  on  the  part  of  the  Bank 
directors  to  perform  this  duty,  many  of  them  would 
scarcely  acknowledge  it,  and  some  altogether  deny  it. 
Mr.  Hankey,  one  of  the  most  careful  and  most  ex- 
perienced of  them,  says  in  his  book  on  the  Bank  of 
England,  the  best  account  of  the  practice  and  work- 
ing of  the  Bank  which  anywhere  exists  :  —  "I  do  not 
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intend  to  enter  here  at  any  length  on  the  subject  of 
the  general  management  of  the  Bank/'  meaning  the 
Banking  Department,  "as  the  principle  on  which 
the  business  is  carried  on  does  not  differ,  so  far  as 
I  know,  from  that  of  any  well-conducted  bank  in 
London."  But  as  any  one  can  see  by  the  published 
figures,  the  Banking  Department  of  the  Bank  of  Eng- 
land keeps  as  a  great  reserve  in  bank  notes  and  coin 
between  30  and  50  per  cent,  of  its  liabilities,  and  the 
other  banks  only  keep  in  bank  notes  and  coin  the 
bare  minimum  they  need  to  open  shop  with;  and 
such  a  constant  difference  indicates,  I  conceive,  that 
the  two  are  not  managed  on  the  same  principle. 

The  practice  of  the  Bank  has,  as  we  all  know, 
been  much  and  greatly  improved  ;  they  do  not  now 
manage  like  the  other  banks  in  Lombard  Street,  — 
they  keep  an  altogether  different  kind  and  quantity 
of  reserve  :  but  though  the  practice  is  mended,  the 
theory  is  not.  There  has  never  been  a  distinct  reso- 
lution passed  by  the  directors  of  the  Bank  of  England, 
and  communicated  by  them  to  the  public,  stating 
even  in  the  most  general  manner  how  much  reserve 
they  mean  to  keep  or  how  much  they  do  not  mean, 
or  by  what  principle  in  this  important  matter  they 
will  be  guided. 

The  position  of  the  Bank  directors  is  indeed  most 
singular.  On  the  one  side  a  great  City  opinion  — 
a  great  national  opinion,  I  may  say,  for  the  nation 
has  learnt  much  from  many  panics  —  requires  the 
directors  to  keep  a  large  reserve  ;  the  newspapers,  on 
behalf  of  the  nation,  are  always  warning  the  directors 
to  keep  it,  and  watching  that  they  do  keep  it :  but 
on  the  other  hand,  another  less  visible  but  equally 
constant  pressure  pushes  the  directors  in  exactly  the 
reverse  way,  and  inclines  them  to  diminish  the  re- 
serve. 

This  is  the  natural  desire  of  all  directors  to  make 
a  good  dividend  for  their  shareholders.  The  more 
money  lying  idle,  the  less,  cceteris  paribus,  is  the 
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dividend ;  the  less  money  tying  idle,  the  greater  is 
the  dividend  :  and  at  almost  every  meeting  of  the 
proprietors  of  the  Bank  of  England  there  is  a  conver- 
sation on  this  subject,  —  some  proprietor  says  that  he 
does  not  see  why  so  much  money  is  kept  idle,  and 
hints  that  the  dividend  ought  to  be  more. 

Indeed,  it  cannot  be  wondered  at  that  the  Bank 
proprietors  do  not  quite  like  their  position  :  theirs  is 
the  oldest  bank  in  the  City,  but  their  profits  do  not 
increase,  while  those  of  other  banks  most  rapidly 
increase.  In  1844,  the  dividend  on  the  stock  of  the 
Bank  of  England  was  7  per  cent.,  and  the  price  of 
the  stock  itself  212  ;  the  dividend  now  is  9  per  cent., 
and  the  price  of  the  stock  232  :  but  in  the  same  time 
the  shares  of  the  London  and  Westminster  Bank,  in 
spite  of  an  addition  of  100  per  cent,  to  the  capital, 
have  risen  from  27  to  66,  and  the  dividend  from  6 
per  cent,  to  20  per  cent.  That  the  Bank  proprietors 
should  not  like  to  see  other  companies  getting  richer 
than  their  company  is  only  natural. 

Some  part  of  the  lowness  of  the  Bank  dividend, 
and  of  the  consequent  small  value  of  Bank  stock,  is 
undoubtedly  caused  by  the  magnitude  of  the  Bank 
capital ;  but  much  of  it  is  also  due  to  the  great 
amount  of  unproductive  cash  —  of  cash  which  yields 
no  interest  —  that  the  Banking  Department  of  the 
Bank  of  England  keeps  lying  idle.  If  we  compare 
the  London  and  Westminster  Bank  —  which  is  the 
first  of  the  joint-stock  banks  in  the  public  estima- 
tion, and  known  to  be  very  cautiously  and  carefully 
managed  — with  the  Bank  of  England,  we  shall  see 
the  difference  at  once  :  the  London  and  Westminster 
has  only  13  per  cent,  of  its  -liabilities  lying  idle,  the 
Banking  Department  of  the  Bank  of  England  has  over 
40  per  cent.  So  great  a  difference  in  the  manage- 
ment must  cause,  and  does  cause,  a  great  difference 
in  the  profits.  Inevitably,  the  shareholders  of  the 
Bank  of  England  will  dislike  this  great  difference; 
more  or  less,  they  will  always  urge  their  directors 
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to  diminish  as  far  as  possible  the  unproductive  re- 
serve, and  to  augment  as  far  as  possible  their  own 
dividend. 

In  most  banks  there  would  be  a  wholesome  dread 
restraining  the  desire  of  the  shareholders  to  reduce 
the  reserve, — they  would  fear  to  impair  the  credit  of 
the  bank  ;  but,  fortunately  or  unfortunately,  no  one 
has  any  fear  about  the  Bank  of  England.  The  Eng- 
lish world  at  least  believes  that  it  will  not,  almost 
that  it  cannot  fail.  Three  times  since  1844  the  Bank- 
ing Department  has  received  assistance,  and  would 
have  failed  without  it ;  in  1825  the  entire  concern 
almost  suspended  payment,  in  1797  it  actually  did  so  : 
but  still  there  is  a  faith  in  the  Bank,  contrary  to 
experience  and  despising  evidence.  No  doubt  in  every 
one  of  these  years  the  condition  of  the  Bank,  divided 
or  undivided,  was  in  a  certain  sense  most  sound :  it 
could  ultimately  have  paid  all  its  creditors  all  it  owed, 
and  returned  to  its  shareholders  all  their  own  capital. 
But  ultimate  payment  is  not  what  the  creditors  of  a 
bank  want :  they  want  present,  not  postponed  pay- 
ment ;  they  want  to  be  repaid  according  to  agree- 
ment ;  the  contract  was  that  they  should  be  paid  on 
demand,  and  if  they  are  not  paid  on  demand  they 
may  be  ruined :  and  that  instant  payment,  in  the 
years  I  speak  of,  the  Bank  of  England  certainly  could 
not  have  made.  But  no  one  in  London  ever  dreams 
of  questioning  the  credit  of  the  Bank,  and  the  Bank 
never  dreams  that  its  own  credit  is  in  danger ;  some- 
how everybody  feels  the  Bank  is  sure  to  come  right. 
In  1797,  when  it  had  scarcely  any  money  left,  the 
government  said  not  only  that  it  need  not  pay  away 
what  remained,  but  that  it  must  not ;  the  effect  of 
"letters  of  license"  to  break  Peel's  Act  has  confirmed 
the  popular  conviction  that  the  government  is  close 
behind  the  Bank,  and  will  help  it  when  wanted. 
Neither  the  Bank  nor  the  Banking  Department  have 
ever  had  an  idea  of  being  put  "into  liquidation": 
most  men  would  think  as  soon  of  "winding  up"  the 
English  nation. 


30  THE  TRAVELERS  INS.  CO.  S  BAGEHOT. 

Since  then  the  Bank  of  England,  as  a  bank,  is 
exempted  from  the  perpetual  apprehension  that  makes 
other  bankers  keep  a  large  reserve, — the  apprehen- 
sion of  discredit,  —  it  would  seem  particularly  neces- 
sary that  its  managers  should  be  themselves  specially 
interested  in  keeping  that  reserve,  and  specially  com- 
petent to  keep  it.  But  I  need  not  say  that  the  Bank 
directors  have  not  their  personal  fortune  at  stake  in 
the  management  of  the  Bank,  —  they  are  rich  City 
merchants,  and  their  stake  in  the  Bank  is  trifling  in 
comparison  with  the  rest  of  their  wealth  ;  if  the  Bank 
were  wound  up,  most  of  them  would  hardly  in  their 
income  feel  the  difference.  And  what  is  more,  the 
Bank  directors  are  not  trained  bankers ;  they  were 
not  bred  to  the  trade,  and  do  not  in  general  give  the 
main  power  of  their  minds  to  it :  they  are  merchants, 
most  of  whose  time  and  most  of  whose  real  mind 
are  occupied  in  making  money  in  their  own  business 
and  for  themselves. 

It  might  be  expected  that  as  this  great  public  duty 
was  cast  upon  the  Banking  Department  of  the  Bank, 
the  principal  statesmen  (if  not  Parliament  itself) 
would  have  enjoined  on  them  to  perform  it.  But  no 
distinct  resolution  of  Parliament  has  ever  enjoined 
it,  scarcely  any  stray  word  of  any  influential  states- 
man :  and  on  the  contrary  there  is  a  whole  catena 
of  authorities,  beginning  with  Sir  Robert  Peel  and 
ending  with  Mr.  Lowe,  which  say  that  the  Banking 
Department  of  the  Bank  of  England  is  only  a  bank 
like  any  other  bank,  a  company  like  other  companies ; 
that  in  this  capacity  it  has  no  peculiar  position,  and 
no  public  duties  at  all.  Nine-tenths  of  English  states- 
men, if  they  were  asked  as  to  the  management  of 
the  Banking  Department  of  the  Bank  of  England, 
would  reply  that  it  was  no  business  of  theirs  or  of 
Parliament  at  all ;  that  the  Banking  Department  alone 
must  look  to  it. 

The  result  is,  that  we  have  placed  the  exclusive 
custody  of  our  entire  banking  reserve  in  the  hands 
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of  a  single  board  of  directors  not  particularly  trained 
for  the  duty, — who  might  be  called  "amateurs"; 
who  have  no  particular  interest  above  other  people 
in  keeping  it  undiminished,  who  acknowledge  no  obli- 
gation to  keep  it  undiminished,  who  have  never  been 
told  by  any  great  statesman  or  public  authority  that 
they  are  so  to  keep  it  or  that  they  have  anything  to 
do  with  it ;  who  are  named  by  and  are  agents  for  a 
proprietary  which  would  have  a  greater  income  if  it 
ivas  diminished  ;  who  do  not  fear  and  who  need  not 
fear  ruin,  even  if  it  were  all  gone  and  wasted. 

That  such  an  arrangement  is  strange  must  be 
plain;  but  its  strangeness  can  only  be  comprehended 
when  we  know  what  the  custody  of  a  national 
banking  reserve  means,  and  how  delicate  and  difficult 
it  is. 

IT. 

Such  a  reserve  as  we  have  seen  is  kept  to  meet 
sudden  and  unexpected  demands ;  if  the  bankers  of 
a  country  are  asked  for  much  more  than  is  com- 
monly wanted,  then  this  reserve  must  be  resorted  to. 
What  then  are  these  extra  demands  ?  and  how  is  this 
extra  reserve  to  be  used  ?  Speaking  broadly,  these 
extra  demands  are  of  two  kinds  :  one  from  abroad  to 
meet  foreign  payments  requisite  to  pay  large  and 
unusual  foreign  debts,  and  the  other  from  at  home  to 
meet  sudden  apprehension  or  panic  arising  in  any 
manner,  rational  or  irrational. 

No  country  has  ever  been  so  exposed  as  England 
to  a  foreign  demand  on  its  banking  reserve;  not 
only  because  at  present  England  is  a  large  borrower 
from  foreign  nations,  but  also  (and  much  more)  be- 
cause no  nation  has  ever  had  a  foreign  trade  of  such 
magnitude,  in  such  varied  objects,  or  so  ramified 
through  the  world.  The  ordinary  foreign  trade  of  a 
country  requires  no  cash, — the  exports  on  one  side  bal- 
ance the  imports  on  the  other ;  but  a  sudden  trade  of 
import,  like  the  import  of  foreign  corn  after  a  bad 
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harvest,  or  (what  is  much  less  common,  though  there 
are  cases  of  it)  the  cessation  of  any  great  export, 
causes  a  balance  to  become  due,  which  must  be  paid 
in  cash. 

Now,  the  only  source  from  which  large  sums  of 
cash  can  be  withdrawn,  in  countries  where  banking 
is  at  all  developed,  is  a  "bank  reserve."  In  England 
especially,  except  a  few  sums  of  no  very  considerable 
amount  held  by  bullion  dealers  in  the  course  of  their 
business,  there  are  no  sums  worth  mentioning  in  cash 
out  of  the  banks ;  an  ordinary  person  could  hardly 
pay  a  serious  sum  without  going  to  some  bank,  even 
if  he  spent  a  month  in  trying ;  all  persons  who  wish 
to  pay  a  large  sum  in  cash  trench  of  necessity  on  the 
banking  reserve.  But  then  what  is  "cash"?  Within 
a  country  the  action  of  a  government  can  settle  the 
quantity,  and  therefore  the  value,  of  its  currency ; 
but  outside  its  own  country,  no  government  can  do 
so.  Bullion  is  the  "cash"  of  international  trade; 
paper  currencies  are  of  no  use  there,  and  coins  pass 
only  as  they  contain  more  or  less  bullion. 

When  then  the  legal  tender  of  a  country  is  purely 
metallic,  all  that  is  necessary  is,  that  banks  should 
keep  a  sufficient  store  of  that  "legal  tender";  but 
when  the  "legal  tender"  is  partly  metal  and  partly 
paper,  it  is  necessary  that  the  paper  "legal  tender" 
the  bank  note  —  should  be  convertible  into  bullion. 
And  here  I  should  pass  my  limits  and  enter  on  the 
theory  of  Peel's  Act  if  I  began  to  discuss  the  condi- 
tions of  convertibility.  I  deal  only  with  the  primary 
prerequisite  of  effectual  foreign  payments,  —  a  suffi- 
cient supply  of  the  local  legal  tender ;  with  the  after- 
step —  the  change  of  the  local  legal  tender  into  the 
universally  acceptable  commodity  —  I  cannot  deal. 

What  I  have  to  deal  with  is,  for  the  present,  ample 
enough.  The  Bank  of  England  must  keep  a  reserve 
of  "legal  tender,"  to  be  used  for  foreign  payments  if 
itself  fit,  and  to  be  used  in  obtaining  bullion  if  itself 
unfit.  And  foreign  payments  are  sometimes  very 
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large,  and  often  very  sudden  :  the  "  cotton  drain,"  as 
it  is  called, — the  drain  to  the  East  to  pay  for  Indian 
cotton  during  the  American  civil  war,  —  took  many 
millions  from  this  country  for  a  series  of  years ;  a 
bad  harvest  must  take  millions  in  a  single  year.  In 
order  to  find  such  great  sums,  the  Bank  of  England 
requires  the  steady  use  of  an  effectual  instrument. 

That  instrument  is  the  elevation  of  the  rate  of 
interest.  If  the  interest  of  money  be  raised,  it  is 
proved  by  experience  that  money  does  come  to  Lom- 
bard Street,  and  theory  shows  that  it  ought  to  come. 
To  fully  explain  the  matter  I  must  go  deep  into  the 
theory  of  the  exchanges,  but  the  general  notion  is 
plain  enough  :  loanable  capital,  like  every  other  com- 
modity, comes  where  there  is  most  to  be  made  of  it. 
Continental  bankers  and  others  instantly  send  great 
sums  here,  as  soon  as  the  rate  of  interest  shows  that 
it  can  be  done  profitably.  While  English  credit  is 
good,  a  rise  of  the  value  of  money  in  Lombard  Street 
immediately  by  a  banking  operation  brings  money  to 
Lombard  Street.  And  there  is  also  a  slower  mercan- 
tile operation :  the  rise  in  the  rate  of  discount  acts 
immediately  on  the  trade  of  this  country.  Prices  fall 
here  ;  in  consequence  imports  are  diminished,  exports 
are  increased,  and  therefore  there  is  more  likelihood 
of  a  balance  in  bullion  coming  to  this  country  after 
the  rise  in  the  rate  than  there  was  before. 

Whatever  persons  —  one  bank  or  many  banks — in 
any  country  hold  the  banking  reserve  of  that  coun- 
try ought  at  the  very  beginning  of  an  unfavorable 
foreign  exchange  at  once  to  raise  the  rate  of  inter- 
est, so  as  to  prevent  their  reserve  from  being  dimin- 
ished further,  and  so  as  to  replenish  it  by  imports 
of  bullion. 

This  duty,  up  to  about  the  year  1860,  the  Bank  of 
England  did  not  perform  at  all,  as  I  shall  show 
farther  on.  A  more  miserable  history  can  hardly 
be  found  than  that  of  the  attempts  of  the  Bank  — 
if  indeed  they  can  be  called  attempts  —  to  keep  a 
VOL.  V.— 3 
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reserve  and  to  manage  a  foreign  drain  between  the 
year  1819  (when  cash  payments  were  resumed  by  the 
Bank,  and  when  our  modern  money  market  may  be 
said  to  begin)  and  the  year  1857 ;  the  panic  of  that 
year  for  the  first  time  taught  the  Bank  directors  wis- 
dom, and  converted  them  to  sound  principles.  The 
present  policy  of  the  Bank  is  an  infinite  improvement 
on  the  policy  before  1857 ;  the  two  must  not  be  for 
an  instant  confounded :  but  nevertheless,  as  I  shall 
hereafter  show,  the  present  policy  is  now  still  most 
defective,  and  much  discussion  and  much  effort  will 
be  wanted  before  that  policy  becomes  what  it  ought 
to  be. 

A  domestic  drain  is  very  different.  Such  a  drain 
arises  from  a  disturbance  of  credit  within  the  country, 
and  the  difficulty  of  dealing  with  it  is  the  greater 
because  it  is  often  caused,  or  at  least  often  enhanced, 
by  a  foreign  drain.  Times  without  number  the  pub- 
lic have  been  alarmed  mainly  because  they  saw  that 
the  banking  reserve  was  already  low,  and  that  it  was 
daily  getting  lower.  The  two  maladies  —  an  external 
drain  and  an  internal  —  often  attack  the  money  mar- 
ket at  once  :  what  then  ought  to  be  done  ? 

In  opposition  to  what  might  be  at  first  sight 
supposed,  the  best  way  for  the  bank  or  banks  which 
have  the  custody  of  the  bank  reserve  to  deal  with  a 
drain  arising  from  internal  discredit,  is  to  lend  freely. 
The  first  instinct  of  every  one  is  the  contrary ;  there 
being  a  large  demand  on  &  fund  which  you  want 
to  preserve,  the  most  obvious  way  to  preserve  it  is 
to  hoard  it,  —  to  get  in  as  much  as  you  can,  and  to 
let  nothing  go  out  which  you  can  help  :  but  every 
banker  knows  that  this  is  not  the  way  to  diminish 
discredit.  This  discredit  means  "an  opinion  that 
you  have  not  got  any  money,"  and  to  dissipate  that 
opinion  you  must  if  possible  show  that  you  have 
money ;  you  must  employ  it  for  the  public  benefit  in 
order  that  the  public  may  know  that  you  have  it. 
The  time  for  economy  and  for  accumulation  is  before  : 
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a  good  banker  will  have  accumulated  in  ordinary 
times  the  reserve  he  is  to  make  use  of  in  extraordi- 
nary times. 

Ordinarily,  discredit  does  not  at  first  settle  on  any 
particular  bank ;  still  less  does  it  at  first  concentrate 
itself  on  the  bank  or  banks  holding  the  principal 
cash  reserve.  These  banks  are  almost  sure  to  be 
those  in  best  credit,  or  they  would  not  be  in  that 
position  ;  and  having  the  reserve,  they  are  likely  to 
look  stronger  and  seem  stronger  than  any  others. 
At  first,  incipient  panic  amounts  to  a  kind  of  vague 
conversation :  Is  A  B  as  good  as  he  used  to  be  ?  Has 
not  C  D  lost  money  ?  and  a  thousand  such  questions^ 
A  hundred  people  are  talked  about,  and  a  thousand 
think,  "Am  I  talked  about,  or  am  I  not?"  "Is  my 
credit  as  good  as  it  used  to  be,  or  is  it  less  ?"  And 
every  day,  as  a  panic  grows,  this  floating  suspicion 
becomes  both  more  intense  and  more  diffused ;  it 
attacks  more  persons,  and  attacks  them  all  more 
virulently  than  at  first.  All  men  of  experience,  there- 
fore, try  to  "strengthen  themselves,"  as  it  is  called, 
in  the  early  stage  of  a  panic, — they  borrow  money 
while  they  can  :  they  come  to  their  banker  and  offer 
bills  for  discount  which  commonly  they  would  not 
have  offered  for  days  or  weeks  to  come  ;  and  if  the 
merchant  be  a  regular  customer,  a  banker  does  not 
like  to  refuse,  —  because  if  he  does  he  will  be  said 
or  may  be  said  to  be  in  want  of  money,  and  so  may 
attract  the  panic  to  himself.  Not  only  merchants, 
but  all  persons  under  pecuniary  liabilities,  present  or 
imminent,  feel  this  wish  to  "strengthen  themselves," 
and  in  proportion  to  those  liabilities.  Especially  is 
this  the  case  with  what  may  be  called  the  "auxiliary" 
dealers  in  credit.  Under  any  system  of  banking  there 
will  always  group  themselves  about  the  main  bank 
or  banks  (in  which  is  kept  the  reserve)  a  crowd  of 
smaller  money  dealers,  who  watch  the  minutiae  of 
bills,  look  into  special  securities  which  busy  bank- 
ers have  not  time  for,  and  so  gain  a  livelihood.  As 
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business  grows,  the  number  of  such  subsidiary  per- 
sons augments  :  the  various  modes  in  which  money 
may  be  lent  have  each  their  peculiarities,  and  persons 
who  devote  themselves  to  one  only  lend  in  that  way 
more  safely,  and  therefore  more  cheaply.  In  time  of 
panic  these  subordinate  dealers  in  money  will  always 
come  to  the  principal  dealers.  In  ordinary  times  the 
intercourse  between  the  two  is  probably  close  enough  : 
the  little  dealer  is  probably  in  the  habit  of  pledging 
his  "securities"  to  the  larger  dealer  at  a  rate  less 
than  he  has  himself  charged,  and  of  running  into  the 
market  to  lend  again ;  his  time  and  brains  are  his 
principal  capital,  and  he  wants  to  be  always  using 
them.  But  in  times  of  incipient  panic,  the  minor 
money  dealer  always  becomes  alarmed  :  his  credit  is 
never  very  established  or  very  wide ;  he  always  fears 
that  he  may  be  the  person  on  whom  current  suspicion 
will  fasten,  and  often  he  is  so  :  accordingly  he  asks 
the  larger  dealer  for  advances.  A  number  of  such 
persons  ask  all  the  large  dealers,  —  those  who  have 
the  money,  the  holders  of  the  reserve ;  and  then 
the  plain  problem  before  the  great  dealers  comes  to 
be,  "How  shall  we  best  protect  ourselves?  "No  doubt 
the  immediate  advance  to  these  second-class  dealers 
is  annoying,  but  may  not  the  refusal  of  it  even  be 
dangerous  ?  A  panic  grows  by  what  it  feeds  on  :  if 
it  devours  these  second-class  men,  shall  we,  the  first- 
class,  be  safe  ? " 

A  panic,  in  a  word,  is  a  species  of  neuralgia  ;  and 
according  to  the  rules  of  science,  you  must  not  starve 
it.  The  holders  of  the  cash  reserve  must  be  ready 
not  only  to  keep  it  for  their  own  liabilities,  but  to 
advance  it  most  freely  for  the  liabilities  of  others; 
they  must  lend  to  merchants,  to  minor  bankers,  to 
*this  man  and  that  man,"  whenever  the  security  is 
good :  in  wild  periods  of  alarm,  one  failure  makes 
many,  and  the  best  way  to  prevent  the  derivative 
failures  is  to  arrest  the  primary  failure  which  causes 
them.  The  way  in  which  the  panic  of  1825  was 
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stopped  by  advancing  money  has  been  described  in  so 
broad  and  graphic  a  way  that  the  passage  has  become 
classical :  — 

"We  lent  it,"  said  Mr.  Harman,  on  behalf  of  the  Bank  of 
England,  "by  every  possible  means,  and  in  modes  we  had  never 
adopted  before  :  we  took  in  stock  on  security,  we  purchased  Ex- 
chequer bills,  we  made  advances  on  Exchequer  bills  ;  we  not  only 
discounted  outright,  but  we  made  advances  on  the  deposit  of  bills 
of  exchange  to  an  immense  amount,  —  in  short,  by  every  possible 
means  consistent  with  the  safety  of  the  Bank,  and  we  were  not  on 
some  occasions  over-nice.  Seeing  the  dreadful  state  in  which  the 
public  were,  we  rendered  every  assistance  in  our  power." 

After  a  day  or  two  of  this  treatment,  the  entire 
panic  subsided,  and  the  "  City  "was  quite  calm. 

The  problem  of  managing  a  panic  must  not  be 
thought  of  as  mainly  a  "banking"  problem:  it  is 
primarily  a  mercantile  one.  All  merchants  are  under 
liabilities  ;  they  have  bills  to  meet  soon,  and  they  can 
only  pay  those  bills  by  discounting  bills  on  other 
merchants.  In  other  words,  all  merchants  are  de- 
pendent on  borrowing  money,  and  large  merchants 
are  dependent  on  borrowing  much  money.  At  the 
slightest  symptom  of  panic,  many  merchants  want  to 
borrow  more  than  usual :  they  think  they  will  supply 
themselves  with  the  means  of  meeting  their  bills 
while  those  means  are  still  forthcoming.  If  the 
bankers  gratify  the  merchants,  they  must  lend  largely 
just  when  they  like  it  least ;  if  they  do  not  gratify 
them,  there  is  a  panic. 

On  the  surface  there  seems  a  great  inconsistency 
in  all  this.  First  you  establish  in  some  bank  or 
banks  a  certain  reserve ;  you  make  of  it  or  them  a 
kind  of  ultimate  treasury,  where  the  last  shilling  of 
the  country  is  deposited  and  kept :  and  then  you  go 
on  to  say  that  this  final  treasury  is  also  to  be  the  last 
lending-house  ;  that  out  of  it  unbounded,  or  at  any 
rate  immense  advances  are  to  be  made  when  no  one 
else  lends.  This  seems  like  saying,  first  that  the 
reserve  should  be  kept,  and  then  that  it  should  not 
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be  kept.  But  there  is  no  puzzle  in  the  matter :  the 
ultimate  banking  reserve  of  a  country  (by  whom- 
soever kept)  is  not  kept  out  of  show,  but  for  certain 
essential  purposes  ;  and  one  of  those  purposes  is  the 
meeting  a  demand  for  cash  caused  by  an  alarm 
within  the  country.  It  is  not  unreasonable  that  our 
ultimate  treasure  in  particular  cases  should  be  lent ; 
on  the  contrary,  we  keep  that  treasure  for  the  very 
reason  that  in  .particular  cases  it  should  be  lent. 

When  reduced  to  abstract  principle,  the  subject 
comes  to  this:  —  An  "alarm"  is  an  opinion  that  the 
money  of  certain  persons  will  not  pay  their  creditors 
when  those  creditors  want  to  be  paid ;  if  possible, 
that  alarm  is 'best  met  by  enabling  those  persons  to 
pay  their  creditors  to  the  very  moment.  For  this 
purpose,  only  a  little  money  is  wanted.  If  that  alarm 
is  not  so  met,  it  aggravates  into  a  panic,  which  is 
an  opinion  that  most  people  or  very  many  people  will 
not  pay  their  creditors ;  and  this  too  can  only  be 
met  by  enabling  all  those  persons  to  pay  what  they 
owe,  which  takes  a  great  deal  of  money.  No  one 
has  enough  money,  or  anything  like  enough,  but  the 
holders  of  the  bank  reserve. 

Not  that  the  help  so  given  by  the  banks  holding 
that  reserve  necessarily  diminishes  it  :  very  commonly 
the  panic  extends  as  far  or  almost  as  far  as  the 
bank  or  banks  which  hold  the  reserve,  but  does  not 
touch  it  or  them  at  all ;  in  this  case  it  is  enough  if 
the  dominant  bank  or  banks,  so  to  speak,  pledge  their 
credit  for  those  who  want  it.  Under  our  present  sys- 
tem, it  is  often  quite  enough  that  a  merchant  or  a 
banker  gets  the  advance  made  to  him  put  to  his 
credit  in  the  books  of  the  Bank  of  England  :  he  may 
never  draw  a  check  on  it ;  or  if  he  does,  that  check 
may  come  in  again  to  the  credit  of  some  other 
customer,  who  lets  it  remain  on  his  account.  An 
increase  of  loans  at  such  times  is  often  an  increase 
of  the  liabilities  of  the  Bank,  not  a  diminution  of 
its  reserve.  Just  so  before  1844,  an  issue  of  notes 
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as  in  1825,  to  quell  a  panic  entirely  internal,  did  not 
diminish  the  bullion  reserve  :  the  notes  went  out,  but 
they  did  not  return ;  they  were  issued  as  loans  to  the 
public,  but  the  public  wanted  no  more,  they  never 
presented  tjiem  for  payment,  they  never  asked  that 
sovereigns  should  be  given  for  them.  But  the  accept- 
ance of  a  great  liability  during  an  augmenting  alarm, 
though  not  as  bad  as  an  equal  advance  of  cash,  is 
the  thing  next  worse :  at  any  moment  the  cash 
may  be  demanded  ;  supposing  the  panic  to  grow,  it 
will  be  demanded,  and  the  reserve  will  be  lessened 
accordingly. 

No  doubt  all  precautions  may  in  the  end  be  un- 
availing. "  On  extraordinary  occasions,"  says  Ricardo. 
"  a  general  panic  seizes  the  country,  when  every 
one  is  desirous  of  possessing  the  precious  metals  as 
the  most  convenient  mode  of  realizing  or  concealing 
his  property ;  against  such  panics,  banks  have  no 
security  on  any  system."  *  The  bank  or  banks  which 
hold  the  reserve  may  last  a  little  longer  than  the 
others ;  but  if  apprehension  pass  a  certain  bound,  they 
must  perish  too.  The  use  of  credit  is,  that  it  enables 
debtors  to  use  a  certain  part  of  the  money  their  cred- 
itors have  lent  them.  If  all  those  creditors  demand 
all  that  money  at  once,  they  cannot  have  it ;  for 
that  which  their  debtors  have  used  is  for  the  time 
employed,  and  not  to  be  obtained.  With  the  advan- 
tages of  credit  we  must  take  the  disadvantages  too ; 
but  to  lessen  them  as  much  as  we  can,  we  must 
keep  a  great  store  of  ready  money  always  available, 
and  advance  out  of  it  very  freely  in  periods  of  panic 
and  in  times  of  incipient  alarm. 

The  management  of  the  money  market  is  the  more 
difficult  because,  as  has  been  said,  periods  of  internal 
panic  and  external  demand  for  bullion  commonly 
occur  together.  The  foreign  drain  empties  the  Bank 
till ;  and  that  emptiness,  and  the  resulting  rise  in  the 

*" Proposals  for  an  Economical  and  Secure  Currency"  (MacCulloch's 
Ricardo,  page  406),  — slightly  rewritten. 
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rate  of  discount,  tend  to  frighten  the  market.  The 
holders  of  the  reserve  have  therefore  to  treat  two 
opposite  maladies  at  once :  one  requiring  stringent 
remedies,  and  especially  a  rapid  rise  in  the  rate  of 
interest ;  and  the  other  an  alleviative  treatment  with 
large  and  ready  loans. 

Before  we  had  much  specific  experience,  it  was  not 
easy  to  prescribe  for  this  compound  disease ;  but  now 
we  know  how  to  deal  with  it.  We  must  look  first  to 
the  foreign  drain,  and  raise  the  rate  of  interest  as 
high  as  may  be  necessary  :  unless  you  can  stop  the 
foreign  export,  you  cannot  allay  the  domestic  alarm  ; 
the  Bank  will  get  poorer  and  poorer,  and  its  poverty 
will  protract  or  renew  the  apprehension.  And  at  the 
rate  of  interest  so  raised,  the  holders  —  one  or  more  — 
of  the  final  bank  reserve  must  lend  freely.  Very 
large  loans  at  very  high  rates  are  the  best  remedy  for 
the  worst  malady  of  the  money  market,  when  a  for- 
eign drain  is  added  to  a  domestic  drain  ;  any  notion 
that  money  is  not  to  be  had,  or  that  it  may  not  be 
had  at  any  price,  only  raises  alarm  to  panic  and 
enhances  panic  to  madness.  But  though  the  rule  is 
clear,  the  greatest  delicacy,  the  finest  and  best  skilled 
judgment,  are  needed  to  deal  at  once  with  such  great 
and  contrary  'evils. 

And  great  as  is  the  delicacy  of  such  a  problem  in 
all  countries,  it  is  far  greater  in  England  now  than 
it  [ever]  was  or  is  elsewhere.  The  strain  thrown  by 
a  panic  on  the  final  bank  reserve  is  proportional  to 
the  magnitude  of  a  country's  commerce,  and  to  the 
number  and  size  of  the  dependent  banks  —  banks, 
that  is^  holding  no  cash  reserve  —  that  are  grouped 
around  the  central  bank  or  banks  ;  and  in  both  re- 
spects our  system  causes  a  stupendous  strain.  The 
magnitude  of  our  commerce,  and  the  number  and 
magnitude  of  the  banks  which  depend  on  the  Bank  of 
England,  are  undeniable  :  there  are  very  many  more 
persons  under  great  liabilities  than  there  a,re,  or  ever 
were,  anywhere  else.  At  the  commencement  of  every 
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panic,  all  persons  under  such  liabilities  try  to  supply 
themselves  with  the  means  of  meeting  those  liabili- 
ties while  they  can :  this  causes  a  great  demand  for 
new  loans  ;  and  so  far  from  being  able  to  meet  it, 
the  bankers  who  do  not  keep  an  extra  reserve  at 
that  time  borrow  largely,  or  do  not  renew  large  loans, 
—  very  likely  do  both. 

London  bankers,  other  than  the  Bank  of  England, 
effect  this  in  several  ways.  First,  they  have  probably 
discounted  bills  to  a  large  amount  for  the  bill-brokers ; 
and  if  these  bills  are  paid,  they  decline  discounting 
any  others  to  replace  them.  The  directors  of  the 
London  and  Westminster  Bank  had,  in  the  panic  of 
1857,  discounted  millions  of  such  bills;  and  they 
justly  said  that  if  those  bills  were  paid,  they  would 
have  an  amount  of  cash  far  more  than  sufficient  for 
any  demand.*  But  how  were  those  bills  to  be  paid  ? 
Some  one  else  must  lend  the  money  to  pay  them. 
The  mercantile  community  could  not  on  a  sudden 
bear  to  lose  so  large  a  sum  of  borrowed  money, — 
they  have  been  used  to  rely  on  it,  and  they  could 
not  carry  on  their  business  without  it;  least  of  all 
could  they  bear  it  at  the  beginning  of  a  panic,  when 
everybody  wants  more  money  than  usual.  Speaking 
broadly,  those  bills  can  only  be  paid  by  the  dis- 
count of  other  bills.  When  the  bills  (suppose)  of  a 
Manchester  warehouseman  which  he  gave  to  the 
manufacturer  become  due,  he  cannot,  as  a  rule,  pay 
for  them  at  once  in  cash  :  he  has  bought  on  credit 
and  he  has  sold  on  credit, — he  is  but  a  middle-man. 
To  pay  his  own  bill  to  the  maker  of  the  goods,  he 
must  discount  the  bills  he  has  received  from  the 
shop-keepers  to  whom  he  has  sold  the  goods ;  but  if 
there  is  a  sudden  cessation  in  the  means  of  discount, 
he  will  not  be  able  to  discount  them.  All  our  mer- 
cantile community  must  obtain  new  loans  to  pay  old 
debts.  Jf  some  one  else  did  not  pour  into  the  mar- 
ket the  money  which  the  banks  like  the  London  and 

*  See  Note  B  in  Appendix. 
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"Westminster  Bank  take  out  of  it,  the  bills  held  by 
the  London  and  Westminster  Bank  could  not  be  paid. 

Who  then  is  to  pour  in  the  new  money  ?  Cer- 
tainly not  the  bill-brokers :  they  have  been  used  to 
rediscount  with  such  banks  as  the  London  and 
Westminster  millions  of  bills ;  and  if  they  see  that 
they  are  not  likely  to  be  able  to  rediscount  those 
bills,  they  instantly  protect  themselves  and  do  not  dis- 
count them.  Their  business  does  not  allow  them  to 
keep  much  cash  unemployed :  they  give  interest  for 
all  the  money  deposited  with  them,  an  interest  often 
nearly  approaching  the  interest  they  can  charge  ;  as 
they  can  only  keep  a  small  reserve,  a  panic  tells 
on  them  more  quickly  than  on  any  one  else.  They 
stop  their  discounts,  or  much  diminish  their  discounts, 
immediately ;  there  is  no  new  money  to  be  had 
from  them,  and  the  only  place  at  which  they  can 
have  it  is  the  Bank  of  England. 

There  is  even  a  simpler  case  :  the  banker  who  is 
uncertain  of  his  credit,  and  wants  to  increase  his  cash, 
may  have  money  on  deposit  at  the  bill-brokers.  If 
he  wants  to  replenish  his  reserve,  he  may  ask  for  it, 
suppose,  just  when  the  alarm  is  beginning ;  but  if  a 
great  number  of  persons  do  this  very  suddenly,  the 
bill-brokers  will  not  at  once  be  able  to  pay  without 
borrowing.  They  have  excellent  bills  in  their  case, 
but  these  will  not  be  due  for  some  days ;  and  the 
demand  from  the  more  or  less  alarmed  bankers  is  for 
payment  at  once  and  to-day.  Accordingly  the  bill- 
broker  takes  refuge  at  the  Bank  of  England,  the  only 
place  where  at  such  a  moment  new  money  is  to  be 
had. 

The  case  is  just  the  same  if  the  banker  wants 
to  sell  consols,  or  to  call  in  money  lent  on  consols. 
These  he  reckons  as  part  of  his  reserve ;  and  in 
ordinary  times  nothing  can  be  better, — according  to 
the  saying,  you  "can  sell  consols  on  a  Sunday."  In 
a  time  of  no  alarm,  or  in  any  alarm  affecting  that 
particular  banker  only,  he  can  rely  on  such  reserve 
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without  misgiving  :  but  not  so  in  a  general  panic,  — 
then,  if  he  wants  to  sell  £500,000  worth  of  consols, 
he  will  not  find  £500,000  of  fresh  money  ready  to 
come  into  the  market ;  all  ordinary  bankers  are 
wanting  to  sell,  or  thinking  they  may  have  to  sell. 
The  only  resource  is  the  Bank  of  England ;  in  a 
great  panic,  consols  cannot  be  sold  unless  the  Bank 
of  England  will  advance  to  the  buyer,  and  no  buyer 
can  obtain  advances  on  consols  at  such  a  time  unless 
the  Bank  of  England  will  lend  to  him. 

The  case  is  worse  if  the  alarm  is  not  confined  to 
the  great  towns,  but  is  diffused  through  the  country. 
As  a  rule,  country  bankers  only  keep  so  much  barren 
cash  as  is  necessary  for  their  common  business ;  all 
the  rest  they  leave  at  the  bill-brokers  or  at  the 
interest-giving  banks,  or  invest  in  consols  and  such 
securities.  But  in  a  panic  they  come  to  London  and 
want  this  money  ;  and  it  is  only  from  the  Bank  of 
England  that  they  can  get  it,  for  all  the  rest  of 
London  want  their  money  for  themselves.  If  we  re- 
member that  the  liabilities  of  Lombard  Street  payable 
on  demand  are  far  larger  than  those  of  any  like  mar- 
ket, and  that  the  liabilities  of  the  country  are  greater 
still,  we  can  conceive  the  magnitude  of  the  pressure 
011  the  Bank  of  England  when  both  Lombard  Street 
and  the  country  suddenly  and  at  once  come  upon 
it  for  aid.  No  other  bank  was  ever  exposed  to  a 
demand  so  formidable,  for  none  ever  before  kept  the 
banking  reserve  for  such  a  nation  as  the  English. 

The  mode  in  which  the  Bank  of  England  meets  this 
great  responsibility  is  very  curious.  It  unquestion- 
ably does  make  enormous  advances  in  every  panic  :  — 

In   1847   the    loans    on   "private  £  £ 

securities  "  increased  from  18,963,000  to  20,409,000 

In  1857  such  loans  increased  from  20,404,000  to  31,350,000 

In  1866  such  loans  increased  from  18,507,000  to  33,447,000 

But  on  the  other  Hand,  as  we  have  seen,  though  the 
Bank  more  or  less  does  its  duty,  it  does  not  distinctly 
acknowledge  that  it  is  its  duty :  we  are  apt  to  be 
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solemnly  told  that  the  Banking  Department  of  the 
Bank  of  England  is  only  a  bank  like  other  banks  ; 
that  it  has  no  peculiar  duty  in  times  of  panic ;  that  it 
then  is  to  look  to  itself  alone,  as  other  banks  look. 
And  there  is  this  excuse  for  the  Bank  :  hitherto  ques- 
tions of  banking  have  been  so  little  discussed  in  com- 
parison with  questions  of  currency,  that  the  duty  of 
the  Bank  in  time  of  panic  has  been  put  on  a  wrong 
ground. 

It  is  imagined  that  because  Bank  notes  are  a 
legal  tender,  the  Bank  has  some  peculiar  duty  to 
help  other  people ;  but  bank  notes  are  only  a  legal 
tender  at  the  Issue  Department,  not  at  the  Banking 
Department,  and  the  accidental  combination  of  the 
two  departments  in  the  same  building  gives  the  Bank- 
ing Department  no  aid  in  meeting  a  panic.  If  the 
Issue  Department  were  at  Somerset  House,  and  if  it 
issued  government  notes  there,  the  position  of  the 
Banking  Department  under  the  present  law  would  be 
exactly  what  it  is  now.  No  doubt,  formerly  the  Bank 
of  England  could  issue  what  it  pleased ;  but  that 
historical  reminiscence  makes  it  no  stronger  now 
that  it  can  no  longer  so  issue,  —  we  must  deal  with 
what  is,  not  with  what  was. 

And  a  still  worse  argument  is  also  used  :  it  is  said 
that  because  the  Bank  of  England  keeps  the  "state 
account"  and  is  the  government  banker,  it  is  a  sort 
of  "public  institution"  and  ought  to  help  everybody. 
But  the  custody  of  the  taxes  which  have  been  col- 
lected and  which  wait  to  be  expended  is  a  duty  quite 
apart  from  panics.  The  government  money  may 
chance  to  be  much  or  little  when  the  panic  comes,  - 
there  is  no  relation  or  connection  between  the  two  ; 
and  the  state,  in  getting  the  Bank  to  keep  what 
money  it  may  chance  to  have,  or  in  borrowing  of  it 
what  money  it  may  chance  to  want,  does  not  hire  it 
to  stop  a  panic  or  much  help  it  if  it  tries. 

The  real  reason  has  not  been  distinctly  seen  :  as  has 
been  already  said, — but  on  account  of  its  importance 
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and  perhaps  its  novelty  it  is  worth  saying  again,— 
whatever  bank  or  banks  keep  the  ultimate  banking 
reserve  of  the  country  must  lend  that  reserve  most 
freely  in  time  of  apprehension;  for  that  is  one  of  the 
characteristic  uses  of  the  bank  reserve,  and  the  mode 
in  which  it  attains  one  of  the  main  ends  for  which 
it  is  kept.  Whether  rightly  or  wrongly,  at  present 
and  in  fact  the  Bank  of  England  keeps  our  ultimate 
bank  reserve,  and  therefore  it  must  use  it  in  this 
manner. 

And  though  the  Bank  of  England  certainly  do 
make  great  advances  in  time  of  panic,  yet  as  they 
do  not  do  so  on  any  distinct  principle,  they  naturally 
do  it  hesitatingly,  reluctantly,  and  with  misgiving. 
In  1847,  even  in  1866,  — the  latest  panic,  and  the  one 
in  which  on  the  whole  the  Bank  acted  the  best,  — 
there  was  nevertheless  an  instant  when  it  was  be- 
lieved the  Bank  would  not  advance  on  consols,  or 
at  least  hesitated  to  advance  on  them  :  the  moment 
this  was  reported  in  the  City  and  telegraphed  to 
the  country,  it  made  the  panic  indefinitely  worse.  In 
fact,  to  make  large  advances  in  this  faltering  way  is 
to  incur  the  evil  of  making  them  without  obtaining 
the  advantage.  What  is  wanted,  and  what  is  neces- 
sary to  stop  a  panic,  is  to  diffuse  the  impression  that 
though  money  may  be  dear,  still  money  is  to  be  had  : 
if  people  could  be  really  convinced  that  they  could 
have  money  if  they  wait  a  day  or  two,  and  that  utter 
ruin  is  not  coming,  most  likely  they  would  cease  to 
run  in  such  a  mad  way  for  money.  Either  shut  the 
Bank  at  once,  and  say  it  will  not  lend  more  than  it 
commonly  lends,  or  lend  freely,  boldly,  and  so  that 
the  public  may  feel  you  mean  to  go  on  lending.  To 
lend  a  great  deal,  and  yet  not  give  the  public  confi- 
dence that  you  will  lend  sufficiently  and  effectually, 
is  the  worst  of  all  policies;  but  it  is  the  policy  now 
pursued. 

In  truth,  the  Bank  do  not  lend  from  the  motives 
which  should  make  a  bank  lend.  The  holders  of  the 
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bank  reserve  ought  to  lend  at  once  and  most  freely 
in  an  incipient  panic,  because  they  fear  destruction 
in  the  panic;  they  ought  not  to  do  it  to  serve  others, 
they  ought  to  do  it  to  serve  themselves ;  they  ought 
to  know  that  this  bold  policy  is  the  only  safe  one, 
and  for  that  reason  they  ought  to  choose  it.  But 
the  Bank  directors  are  not  afraid  :  even  at  the  last 
moment  they  Say  that  whatever  happens  to  the  com- 
munity, they  can  preserve  themselves.  Both  in  1847 
and  1857  (I  believe  also  in  1866,  though  there  is  no 
printed  evidence  of  it),  the  Bank  directors  contended 
that  the  Banking  Department  was  quite  safe  though 
its  reserve  was  nearly  all  gone,  and  that  it  could 
strengthen  itself  by  selling  securities  and  by  refusing 
to  discount.  But  this  is  a  complete  dream :  the  Bank 
of  England  could  not  sell  "  securities,"  for  in  an 
extreme  panic  there  is  no  one  else  to  buy  securities. 
The  Bank  cannot  stay  still  and  wait  till  its  bills  are 
paid,  and  so  fill  its  coffers;  for  unless  it  discounts 
equivalent  bills,  the  bills  which  it  has  already  dis- 
counted will  not  be  paid.  When  the  reserve  in  the 
ultimate  bank  or  banks  —  those  keeping  the  reserve  — 
runs  low,  it  cannot  be  augmented  by  the  same  means 
that  other  and  dependent  banks  commonly  adopt  to 
maintain  their  reserve ;  for  the  dependent  banks  trust 
that  at  such  moments  the  ultimate  banks  will  be 
discounting  more  than  usual  and  lending  more  than 
usual,  but  ultimate  banks  have  no  similar  rear-guard 
to  rely  upon. 

I  shall  have  failed  in  my  purpose  if  I  have  not 
proved  that  the  system  of  intrusting  all  our  reserve 
to  a  single  board,  like  that  of  the  Bank  directors,  is 
very  anomalous  ;  that  it  is  very  dangerous ;  that  its 
bad  consequences,  though  much  felt,  have  not  been 
fully  seen,  —  that  they  have  been  obscured  by  tradi- 
tional arguments  and  hidden  in  the  dust  of  ancient 
controversies. 

But  it  will  be  said,  What  would  be  better  ?  What 
other  system  could  there  be  ?  We  are  so  accustomed 
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to  a  system  of  banking  dependent  for  its  cardinal 
function  on  a  single  bank,  that  we  can  hardly  con- 
ceive of  any  other;  but  the  natural  system  — that 
which  would  have  sprung  up  if  government  had  let 
banking  alone  —  is  that  of  many  banks  of  equal  or 
not  altogether  unequal  size.  In  all  other  trades,  com- 
petition brings  the  traders  to  a  rough  approximate 
equality.  In  cotton  spinning,  no  single  firm  far  and 
permanently  outstrips  the  others,  —  there  is  no  tend- 
ency  to  a  monarchy  in  the  cotton  world ;  nor,  where 
banking  has  been  left  free,  is  there  any  tendency 
to  a  monarchy  in  banking  either.  In  Manchester, 
in  Liverpool,  and  all  through  England,  we  have  a 
great  number  of  banks,  each  with  a  business  more 
or  less  good,  but  we  have  no  single  bank  with  any 
sort  of  predominance ;  nor  is  there  any  such  bank 
in  Scotland.  In  the  new  world  of  joint-stock  banks 
outside  the  Bank  of  England  we  see  much  the  same 
phenomenon:  one  or  more  get  for  a  time  a  better 
business  than  the  others,  but  no  single  bank  perma- 
nently obtains  an  unquestioned  predominance ;  none 
of  them  gets  so  much  before  the  others  that  the 
others  voluntarily  place  their  reserves  in  its  keeping. 
A  republic,  with  many  competitors  of  a  size  or  sizes 
suitable  to  the  business,  is  the  constitution  of  every 
trade  if  left  to  itself,  and  of  banking  as  much  as 
any  other;  a  monarchy  in  any  trade  is  a  sign  of 
some  anomalous  advantage,  and  of  some  intervention 
from  without. 

I  shall  be  at  once  asked,  Do  you  propose  a  revolu- 
tion ?  Do  you  propose  to  abandon  the  one-reserve 
system,  and  create  anew  a  many-reserve  system  ?  My 
plain  answer  is,  that  I  do  not  propose  it :  I  know  it 
would  be  childish.  Credit  in  business  is  like  loyalty 
in  government,  —  you  must  take  what  you  can  find 
of  it,  and  work  with  it  if  possible.  A  theorist  may 
easily  map  out  a  scheme  of  government  in  which 
Queen  Victoria  could  be  dispensed  with ;  he  may 
make  a  theory  that  since  we  admit  and  we  know 
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that  the  House  of  Commons  is  the  real  sovereign, 
any  other  sovereign  is  superfluous :  but  for  practical 
purposes,  it  is  not  even  worth  while  to  examine 
these  arguments.  Queen  Victoria  is  loyally  obeyed, 
without  doubt  and  without  reasoning,  by  millions  of 
human  beings  :  if  those  millions  began  to  argue,  it 
would  not  be  easy  to  persuade  them  to  obey  Queen 
Victoria  or  anything  else,  —  effectual  arguments  to 
convince  the  people  who  need  convincing  are  want- 
ing. Just  so,  an  immense  system  of  credit,  founded 
on  the  Bank  of  England  as  its  pivot  and  its  basis, 
now  exists ;  the  English  people,  and  foreigners  too, 
trust  it  implicitly.  Every  banker  knows  that  if  he 
has  to  prove  that  he  is  worthy  of  credit,  however 
good  may  be  his  arguments,  in  fact  his  credit  is 
gone;  but  what  we  have  requires  no  proof, — the 
whole  rests  on  an  instinctive  confidence  generated  by 
use  and  years.  Nothing  would  persuade  the  English 
people  to  abolish  the  Bank  of  England  ;  and  if  some 
calamity  swept  it  away,  generations  must  elapse 
before  at  all  the  same  trust  would  be  placed  in  any 
other  equivalent.  A  many-reserve  system,  if  some 
miracle  should  put  it  down  in  Lombard  Street,  would 
seem  monstrous  there  ;  nobody  would  understand  it  or 
confide  in  it.  Credit  is  a  power  which  may  grow, 
but  cannot  be  constructed ;  those  who  live  under  a 
great  and  firm  system  of  credit  must  consider  that  if 
they  break  up  that  one  they  will  never  see  another, 
for  it  will  take  years  upon  years  to  make  a  successor 
to  it. 

On  this  account,  I  do  not  suggest  that  we  should 
return  to  a  natural  or  many-reserve  system  of  bank- 
ing; I  should  only  incur  useless  ridicule  if  I  did  sug- 
gest it.  Nor  can  I  propose  that  we  should  adopt  the 
simple  and  straightforward  expedient  by  which  the 
French  have  extricated  themselves  from  the  same 
difficulty.  In  France  all  banking  rests  on  the  Bank 
of  France,  even  more  than  in  England  all  rests  on 
the  Bank  of  England,  — the  Bank  of  France  keeps 
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the  final  banking  reserve,  and  it  keeps  the  currency 
reserve  too  :  but  the  state  does  not  trust  such  a  func- 
tion to  a  board  of  merchants  named  by  shareholders ; 
the  nation  itself  —  the  executive  government — names 
the  governor  and  deputy-governor  of  the  Bank  of 
France.  These  officers  have  indeed  beside  them  a 
council  of  "regents,"  or  directors,  named  by  the  share- 
holders :  but  they  need  not  attend  to  that  council 
unless  they  think  fit ;  they  are  appointed  to  watch 
over  the  national  interest,  and  in  so  doing  they  may 
disregard  the  murmurs  of  the  "regents"  if  they  like. 
And  in  theory  there  is  much  to  be  said  for  this 
plan :  the  keeping  the  single  banking  reserve  being 
a  national  function,  it  is  at  least  plausible  to  argue 
that  government  should  .choose  the  functionaries.  No 
doubt  such  a  political  intervention  is  contrary  to  the 
sound  economical  doctrine  that  "banking  is  a  trade, 
and  only  a  trade "  :  but  government  forgot  that  doc- 
trine when,  by  privileges  and  monopolies,  it  made  a 
single  bank  predominant  over  all  others,  and  estab- 
lished the  one-reserve  system;  as  that  system  exists, 
a  logical  Frenchman  consistently  enough  argues  that 
the  state  should  watch  and  manage  it.  But  no  such 
plan  would  answer  in  England  :  we  have  not  been 
trained  to  care  for  logical  sequence  in  our  institu- 
tions, or  rather  we  have  been  trained  not  to  care  for 
it.  And  the  practical  result  for  which  we  do  care 
would  in  this  case  be  bad  :  the  governor  of  the  Bank 
would  be  a  high  parliamentary  official,  perhaps  in 
the  Cabinet,  and  would  change  as  chance  majorities 
and  the  strength  of  parties  decide  ;  a  trade  peculiarly 
requiring  consistency  and  special  attainment  would 
be  managed  by  a  shifting  and  untrained  ruler.  In 
fact,  the  whole  plan  would  seem  to  an  Englishman 
of  business  palpably  absurd ;  he  would  not  consider 
it,  he  would  not  think  it  worth  considering.  That 
it  works  fairly  well  in  France,  and  that  there  are 
specious  arguments  of  theory  for  it,  would  not  be 
sufficient  to  his  mind, 
VOL.  V.— 4 
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All  such  changes  being  out  of  the  question,  I  can 
propose  only  three  remedies  :  — 

First.  There  should  be  a  clear  understanding  be- 
tween the  Bank  and  the  public  that  since  the  Bank 
hold  our  ultimate  banking  reserve,  they  will  recognize 
and  act  on  the  obligations  which  this  implies  ;  that 
they  will  replenish  it  in  times  of  foreign  demand  as 
fully,  and  lend  it  in  times  of  internal  panic  as  freely 
and  readily,  as  plain  principles  of  banking  require. 

This  looks  very  different  from  the  French  plan, 
but  it  is  not  so  different  in  reality  :  in  England  we 
can  often  effect  by  the  indirect  compulsion  of  opin- 
ion what  other  countries  must  effect  by  the  direct 
compulsion  of  government ;  we  can  do  so  in  this 
case.  The  Bank  directors  now  fear  public  opinion 
exceedingly ;  probably  no  kind  of  persons  are  so 
sensitive  to  newspaper  criticism.  And  this  is  very 
natural.  Our  statesmen,  it  is  true,  are  much  more 
blamed,  but  they  have  generally  served  a  long  ap- 
prenticeship to  sharp  criticism  :  if  they  still  care  for 
it  (and  some  do,  after  years  of  experience,  much  more 
than  the  world  thinks),  they  care  less  for  it  than  at 
first,  and  have  come  to  regard  it  as  an  unavoidable 
and  incessant  irritant,  of  which  they  shall  never  be 
rid.  But  a  Bank  director  undergoes  no  similar  train- 
ing and  hardening.  His  functions  at  the  Bank  fill  a 
very  small  part  of  his  time  ;  all  the  rest  of  his  life 
(unless  he  be  in  Parliament)  is  spent  in  retired  and 
mercantile  industry  :  he  is  not  subjected  to  keen  and 
public  criticism,  and  is  not  taught  to  bear  it.  Espe- 
cially when  once  in  his  life  he  becomes,  by  rotation, 
governor,  he  is  most  anxious  that  the  two  years  of 
office  shall  "go  off  well";  he  is  apt  to  be  irritated 
even  by  objections  to  the  principles  on  which  he 
acts,  and  cannot  bear  with  equanimity  censure  which 
is  pointed  and  personal.  At  present  I  am  not  sure 
if  this  sensitiveness  is  beneficial :  as  the  exact  posi- 
tion of  the  Bank  of  England  in  the  money  market 
is  indistinctly  seen,  there  is  no  standard  to  which  a 
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Bank  governor  can  appeal.  He  is  always  in  fear 
that  "something  may  be  said"  ;  but  not  quite  know- 
ing on  what  side  that  "something"  may  be,  his  fear 
is  but  an  indifferent  guide  to  him.  But  if  the 
cardinal  doctrine  were  accepted,  if  it  were  acknowl- 
edged that  the  Bank  is  charged  with  the  custody  of 
our  sole  banking  reserve  and  is  bound  to  deal  with 
it  according  to  admitted  principles,  then  a  governor 
of  the  Bank  could  look  to  those  principles  :  he  would 
know  which  way  criticism  was  coming ;  if  he  was 
guided  by  the  code,  he  would  have  a  plain  defense. 
And  then  we  may  be  sure  that  old  men  of  business 
would  not  deviate  from  the  code.  At  present  the 
Board  of  Directors  are  a  sort  of  se77?/i-trustees  for  the 
nation ;  I  would  have  them  real  trustees,  and  with 
a  good  trust  deed. 

Secondly.  The  government  of  the  Bank  should  be 
improved  in  a  manner  to  be  explained.  We  should 
diminish  the  "'amateur"  element;  we  should  aug- 
ment the  trained  banking  element ;  and  we  should 
insure  more  constancy  in  the  administration. 

Thirdly.  As  these  two  suggestions  are  designed  to 
make  the  Bank  as  strong  as  possible,  we  should  look 
at  the  rest  of  our  banking  system,  and  try  to  reduce 
the  demands  on  the  Bank  as  much  as  we  can.  The 
central  machinery  being  inevitably  frail,  we  should 
carefully  and  as  much  as  possible  diminish  the  strain 
upon  it. 

But  to  explain  these  proposals,  and  to  gain  a  full 
understanding  of  many  arguments  that  have  been 
used,  we  must  look  more  in  detail  at  the  component 
parts  of  Lombard  Street,  and  at  the  curious  set  of 
causes  which  have  made  it  assume  its  present  singu- 
lar structure. 


CHAPTER  III. 

HOW    LOMBARD     STREET     CAME    TO     EXIST,     AND    WHY    IT 
ASSUMED  ITS   PRESENT  FORM. 

IN  the  last  century,  a  favorite  subject  of  literary 
ingenuity  was  "conjectural  history,"  as  it  was  then 
called :  upon  grounds  of  probability,  a  fictitious  sketch 
was  made  of  the  possible  origin  of  things  existing. 
If  this  kind  of  speculation  were  now  applied  to 
banking,  the  natural  and  first  idea  would  be  that 
large  systems  of  deposit  banking  grew  up  in  the 
early  world  just  as  they  grow  up  now  in  any  large 
English  colony.  As  soon  as  any  such  community 
becomes  rich  enough  to  have  much  money,  and  com- 
pact enough  to  be  able  to  lodge  its  money  in  single 
banks,  it  at  once  begins  so  to  do.  English  colonists 
do  not  like  the  risk  of  keeping  their  money,  and 
they  wish  to  make  an  interest  on  it ;  they  carry  from 
home  the  idea  and  the  habit  of  banking,  and  they 
take  to  it  as  soon  as  they  can  in  their  new  world. 
Conjectural  history  would  be  inclined  to  say  that  all 
banking  began  thus ;  but  such  history  is  rarely  of 
any  value,  —  the  basis  of  it  is  false.  It  assumes  that 
what  works  most  easily  when  established  is  that 
which  it  would  be  the  most  easy  to  establish,  and  that 
what  seems  simplest  when  familiar  would  be  most 
easily  appreciated  by  the  mind  though  unfamiliar ; 
but  exactly  the  contrary  is  true,  —  many  things  which 
seem  simple,  and  which  work  well  when  firmly  estab- 
lished, are  very  hard  to  establish  among  new  people 
and  not  very  easy  to  explain  to  them.  Deposit  bank- 
ing is  of  this  sort.  Its  essence  is,  that  a  very  large 
number  of  persons  agree  to  trust  a  very  few  persons, 
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or  some  one  person  :  banking  would  not  be  a  profit- 
able trade  if  bankers  were  not  a  small  number,  and 
depositors  in  comparison  an  immense  number.  But 
to  get  a  great  number  of  persons  to  do  exactly  the 
same  thing  is  always  very  difficult,  and  nothing  but 
a  very  palpable  necessity  will  make  them  011  a 
sudden  begin  to  do  it ;  and  there  is  no  such  palpable 
necessity  in  banking.  If  you  take  a  country  town 
in  France,  even  now,  you  will  not  find  any  such  sys- 
tem of  banking  as  ours  :  check-books  are  unknown, 
and  money  kept  on  running  account  by  bankers  is 
rare ;  people  store  their  money  in  a  caisse  at  their 
houses.  Steady  savings,  which  are  waiting  for  in- 
vestment '  and  which  are  sure  not  to  be  soon  wanted, 
may  be  lodged  with  bankers ;  but  the  common  float- 
ing cash  of  the  community  is  kept  by  the  commu- 
nity themselves  at  home, — they  prefer  to  keep  it 
so,  and  it  would  not  answer  a  banker's  purpose  to 
make  expensive  arrangements  for  keeping  it  other- 
wise. If  a  "branch,"  such  as  the  National  Provin- 
cial Bank  opens  in  an  English  country  town,  were 
opened  in  a  corresponding  French  one,  it  would  not 
pay  its  expenses :  you  could  not  get  any  sufficient 
number  of  Frenchmen  to  agree  to  put  their  money 
there.  And  so  it  is  in  all  countries  not  of  British 
descent,  though  in  various  degrees.  Deposit  banking 
is  a  very  difficult  thing  to  begin,  because  people 
do  not  like  to  let  their  money  out  of  their  sight ; 
especially  do  not  like  to  let  it  out  of  sight  without 
security  ;  still  more,  cannot  all  at  once  agree  on  any 
single  person  to  whom  they  are  content  to  trust  it 
unseen  and  unsecured.  Hypothetical  history,  which 
explains  the  past  by  what  is  simplest  and  commonest 
in  the  present,  is  in  banking,  as  in  most  things,  quite 
untrue. 

The  real  history  is  very  different.  New  wants 
are  mostly  supplied  by  adaptation,  not  by  creation  or 
foundation ;  something  having  been  created  to  satisfy 
an  extreme  want,  it  is  used  to  satisfy  less  pressing 


54  THE  TRAVELERS   INS.   CO.'S   BAGEHOT. 

wants  or  to  supply  additional  conveniences.  On  this 
account,  political  government,  the  oldest  institution 
in  the  world,  has  been  the  hardest  worked :  at  the 
beginning  of  history,  we  find  it  doing  everything 
which  society  wants  done  and  forbidding  everything 
which  society  does  not  wish  done.  In  trade,  at  pres- 
ent, the  first  commerce  in  a  new  place  is  a  general 
shop,  which,  beginning  with  articles  of  real  necessity, 
comes  shortly  tovsupply  the  oddest  accumulation  of 
petty  comforts.  And  the  history  of  banking  has  been 
the  same  :  the  first  banks  were  not  founded  for  our 
system  of  deposit  banking,  or  for  anything  like  it : 
they  were  founded  for  much  more  pressing  reasons, 
and  having  been  founded,  they  or~  copies  from  them 
were  applied  to  our  modern  uses. 

The  earliest  banks  of  Italy,  where  the  name  be- 
gan, were  finance  companies.  The  Bank  of  St. 
George  at  Genoa,  and  other  banks  founded  in  imita- 
tion of  it,  were  at  first  only  companies  to  make  loans 
to,  and  float  loans  for,  the  governments  of  the  cities 
in  which  they  were  formed.  The  want  of  money  is 
an  urgent  want  of  governments  at  most  periods,  and 
seldom  more  urgent  than  it  was  in  the  tumultuous 
Italian  republics  of  the  Middle  Ages.  After  these 
banks  had  been  long  established  they  began  to  do 
what  we  call  "banking"  business;  but  at  first  they 
never  thought  of  it.  The  great  banks  of  the  North 
of  Europe  had  their  origin  in  a  want  still  more  curious. 
The  notion  of  its  being  a  prime  business  of  a  bank  to 
give  good  coin  has  passed  out  of  men's  memories ; 
but  wherever  it  is  felt,  there  is  no  want  of  business 
more  keen  and  urgent.  Adam  Smith  describes  it  so 
admirably  that  it  would  be  stupid  not  to  quote  his 
words  :  — 

"The  currency  of  a  great  state,  such  as  France  or  England, 
generally  consists  almost  entirely  of  its  own  coin  ;  should  this 
currency,  therefore,  be  at  any  time  worn,  clipped,  or  otherwise 
degraded  below  its  standard  value,  the  state  by  a  reformation  of  its 
coin  can  effectually  re-establish  its  currency.  But  the  currency  of 
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a  small  state,  such  as  Genoa  or  Hamburg,  can  seldom  consist  alto- 
gether in  its  own  coin,  but  must  be  made  up  in  a  great  measure 
of  the  coins  of  all  the  neighboring  states  with  which  its  inhabi- 
tants have  a  continual  "intercourse ;  such  a  state,  therefore,  by 
reforming  its  coin,  will  not  always  be  able  to  reform  its  currency. 
If  foreign  bills  of  exchange  are  paid  in  this  currency,  the  uncer- 
tain value  of  any  sum,  of  what  is  in  its  own  nature  so  uncertain, 
must  render  the  exchange  always  very  much  against  such  a  state ; 
its  currency  being,  in  all  foreign  states,  necessarily  valued  even 
below  what  it  is  worth. 

' '  In  order  to  remedy  the  inconvenience  to  which  this  dis- 
advantageous exchange  must  have  subjected  their  merchants,  such 
small  states,  when  they  began  to  attend  to  the  interest  of  trade, 
have  frequently  enacted  that  foreign  bills  of  exchange  of  a  cer- 
tain value  should  be  paid,  not  in  common  currency,  but  by  an 
order  upon  or  by  a  transfer  in  the  books  of  a  certain  bank, 
established  upon  the  credit  and  under  the  protection  of  the  state; 
this  bank  being  always  obliged  to  pay  in  good  and  true  money, 
exactly  according  to  the  standard  of  the  state.  The  banks  of 
Venice,  Genoa,  Amsterdam,  Hamburg,  and  Nuremberg  seem  to 
have  been  all  originally  established  with  this  view,  though  some  of 
them  may  have  afterwards  been  made  subservient  to  other  pur- 
poses. The  money  of  such  banks,  being  better  than  the  common 
currency  of  the  country,  necessarily  bore  an  agio,  which  was 
greater  or  smaller  according  as  the  currency  was  supposed  to  be 
more  or  less  degraded  below  the  standard  of  the  state.  The  agio 
of  the  bank  of  Hamburg,  for  example,  which  is  said  to  be  com- 
monly about  14  per  cent,,  is  the  supposed  difference  between  the 
good  standard  money  of  the  state  and  the  clipped,  worn,  and 
diminished  currency  poured  into  it  from  all  the  neighboring  states. 

"Before  1609,  the  great  quantity  of  clipped  and  worn  foreign 
coin  which  the  extensive  trade  of  Amsterdam  brought  from  all 
parts  of  Europe  reduced  the  Value  of  its  currency  about  9  per 
cent,  below  that  of  good  money  fresh  from  the  mint.  Such 
money  no  sooner  appeared  than  it  was  melted  down  or  carried 
away,  as  it  always  is  in  such  circumstances :  the  merchants,  with 
plenty  of  currency,  could  not  always  find  a  sufficient  quantity  of 
good  money  to  pay  their  bills  of  exchange ;  and  the  value  of  those 
bills,  in  spite  of  several  regulations  which  were  made  to  prevent  it, 
became  in  a  great  measure  uncertain. 

"In  order  to  remedy  these  inconveniences,  a  bank  was  estab- 
lished in  1609  under  the  guarantee  of  the  city.  This  bank  received 
both  foreign  coin  and  the  light  and  worn  coin  of  the  country  at 
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its  real  intrinsic  value  in  the  good  standard  money  of  the  country, 
deducting  only  so  much  as  was  necessary  for  defraying  the  ex- 
pense of  coinage  and  the  other  necessary  expense  of  management. 
For  the  value  which  remained  after  this  small  deduction  was  made, 
it  gave  a  credit  in  its  books;  this  credit  was  called  'bank  money,' 
which,  as  it  represented  money  exactly  according  to  the  standard 
of  the  mint,  was  always  of  the  same  real  value,  and  intrinsically 
worth  more  than  current  money.  It  was  at  the  same  time  enacted 
that  all  bills  drawn  upon  or  negotiated  at  Amsterdam,  of  the  value 
of  six  hundred  guilders  and  upwards,  should  be  paid  in  bank 
money ;  which  at  once  took  away  all  uncertainty  in  the  value  of 
those  bills.  Every  merchant,  in  consequence  of  this  regulation, 
was  obliged  to  keep  an  account  with  the  bank  in  order  to  pay  his 
foreign  bills  of  exchange,  which  necessarily  occasioned  a  certain 
demand  for  bank  money.1'* 

Again,  a  most  important  function  of  early  banks 
is  one  which  the  present  banks  retain,  though  it  is 
subsidiary  to  their  main  use ;  viz. ,  the  function  of 
remitting  money.  A  man  brings  money  to  the  bank 
to  meet  a  payment  which  he  desires  to  make  at  a 
great  distance ;  and  the  bank,  having  a  connection 
with  other  banks,  sends  it  where  it  is  wanted.  As 
soon  as  bills  of  exchange  are  given  upon  a  large 
scale,  this  remittance  is  a  very  pressing  requirement. 
Such  bills  must  be  made  payable  at  a  place  conven- 
ient to  the  seller  of  the  goods  in  payment  of  which 
they  are  given,  perhaps  at  the  great  town  where  his 
warehouse  is ;  but  this  may  be  very  far  from  the 
retail  shop  of  the  buyer  who  bought  those  goods  to 
sell  them  again  in  the  country.  For  these  and  a 
multitude  of  purposes,  the  instant  and  regular  re- 
mittance of  money  is  an  early  necessity  of  growing 
trade ;  and  that  remittance  it  was  a  first  object  of 
early  banks  to  accomplish. 

These  are  all  uses  other  than  those  of  deposit 
banking,  which  banks  supplied  that  afterwards  be- 
came in  our  English  sense  deposit  banks  :  by  supply- 
ing these  uses,  they  gained  the  credit  that  afterwards 

*"  Wealth  of  Nations,"  Book  iv.,  Chap,  iii.,  "Digression  concerning 
Banks  of  Deposit." 
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enabled  them  to  gain  a  living  as  deposit  banks ;  being 
trusted  for  one  purpose,  they  came  to  be  trusted  for 
a  purpose  quite  different,  —  ultimately  far  more  im- 
portant, though  at  first  less  keenly  pressing.  But 
these  wants  only  affect  a  few  persons,  and  therefore 
bring  the  bank  under  the  notice  of  a  few  only.  The 
real  introductory  function  which  deposit  banks  at 
first  perform  is  much  more  popular;  and  it  is  only 
when  they  can  perform  this  more  popular  kind  of 
business  that  deposit  banking  ever  spreads  quickly 
and  extensively.  This  function  is  the  supply  of  the 
paper  circulation  to  the  country ;  and  it  will  be  ob- 
served that  I  am  not  about  to  overstep  my  limits  and 
discuss  this  as  a  question  of  currency.  In  what  form 
the  best  paper  currency  can  be  supplied  to  a  country 
is  a  question  of  economical  theory  with  which  I  do 
not  meddle  here  :  I  am  only  narrating  unquestionable 
history,  not  dealing  with  an  argument  where  every 
step  is  disputed ;  and  part  of  this  certain  history  is, 
that  the  best  way  to  diffuse  banking  in  a  community 
is  to  allow  the  banker  to  issue  bank-notes  of  small 
amount  that  can  supersede  the  metal  currency.  This 
amounts  to  a  subsidy  to  each  banker  to  enable  him 
to  keep  open  a  bank  till  depositors  choose  to  come 
to  it.  The  country  where  deposit  banking  is  most 
diffused  is  Scotland,  and  there  the  original  profits 
were  entirely  derived  from  the  circulation.  The  note 
issue  is  now  a  most  trifling  part  of  the  liabilities  of 
the  Scotch  banks  ;  but  it  was  once  their  main  stay 
and  source  of  profit.  A  curious  book  lately  published 
has  enabled  us  to  follow  the  course  of  this  in  detail. 
The  Bank  of  Dundee,  now  amalgamated  with  the 
Koyal  Bank  of  Scotland,  was  founded  in  1763,  and 
had  become  before  its  amalgamation,  eight  or  nine 
years  since,  a  bank  of  considerable  deposits ;  but 
for  twenty-five  years  from  its  foundation  it  had  no 
deposits  at  all,  —  it  subsisted  mostly  on  its  note  issue, 
and  a  little  on  its  remittance  business.  Only  in  1792, 
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after  nearly  thirty  years,  it  began  to  gain  deposits  ; 
but  from  that  time  they  augmented  very  rapidly.* 
The  banking  history  of  England  has  been  the  same, 
though  we  have  no  country  bank  accounts  in  detail 
which  go  back  so  far :  but  probably  up  to  1830  in 
England,  or  thereabouts,  the  main  profit  of  banks 
was  derived  from  the  circulation  ;  and  for  many  years 
after  that  the  deposits  were  treated  as  very  minor 
matters,  and  the  whole  of  so-called  banking  discuss- 
ion turned  on  questions  of  circulation.  We  are  still 
living  in  the  debris  of  that  controversy ;  for  as  I 
have  so  often  said,  people  can  hardly  think  of  the 
structure  of  Lombard  Street  except  with  reference 
to  the  paper  currency,  and  to  the  Act  of  1844  which 
regulates  it  now.  The  French  are  still  in  the  same 
epoch  of  the  subject :  their  great  enquete  of  1865  is 
almost  wholly  taken  up  with  currency  matters,  and 
mere  banking  is  treated  as  subordinate.  And  the 
accounts  of  the  Bank  of  France  show  why  :  the  last 
weekly  statement  before  the  German  war  showed 
that  the  circulation  of  the  Bank  of  France  was  as 
much  as  £59,244,000,  and  that  the  private  deposits 
were  only  £17,127,000  ;  now  the  private  deposits  are 
about  the  same,  and  the  circulation  is  £112,000,000. 
So  difficult  is  it  in  even  a  great  country  like  France 
for  the  deposit  system  of  banking  to  take  root,  and 
establish  itself  with  the  strength  and  vigor  that  it 
has  in  England. 

The  experience  of  Germany  is  the  same.  The 
accounts  preceding  the  war  in  North  Germany  showed 
the  circulation  of  the  issuing  banks  to  be  £39,875,000, 
and  the  deposits  to  be  £6,472,000 ;  while  the  corre- 
sponding figures  at  the  present  moment  are,  circu- 
lation £60,000,000,  and  deposits  £8,000,000.  It  would 
be  idle  to  multiply  instances. 

The  reason  why  the  use  of  bank  paper  commonly 
precedes  the  habit  of  making  deposits  in  banks  is 
very  plain  :  it  is  a  far  easier  habit  to  establish.  In 

*See  Note  C  in  Appendix. 
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the  issue  of  notes  the  banker,  the  person  to  be  most 
benefited,  can  do  something, — he  can  pay  away  his 
own  "promises"  in  loans,  in  wages,  or  in  payment  of 
debts, — but  in  the  getting  of  deposits  he  is  passive; 
his  issues  depend  on  himself,  his  deposits  on  the 
favor  of  others.  And  to  the  public  the  change  is  far 
easier  too :  to  collect  a  great  mass  of  deposits  with 
the  same  banker,  a  great  number  of  persons  must 
agree  to  do  something;  but  to  establish  a  note  cir- 
culation, a  large  number  of  persons  need  only  do 
nothing, — they  receive  the  banker's  notes  in  the  com- 
mon course  of  their  business,  and  they  have  only  not 
to  take  those  notes  to  the  banker  for  payment.  If 
the  public  refrain  from  taking  trouble,  a  paper  cir- 
culation is  immediately  in  existence.  A  paper  circula- 
tion is  begun  by  the  banker,  and  requires  no  effort 
on  the  part  of  the  public, — on  the  contrary,  it  needs 
an  effort  of  the  public  to  be  rid  of  notes  once  issued; 
but  deposit  banking  cannot  be  begun  by  the  banker, 
and  requires  a  spontaneous  and  consistent  effort  in 
the  community :  and  therefore  paper  issue  is  the  nat- 
ural  prelude  to  deposit  banking. 

The  way  in  which  the  issue  of  notes  by  a  banker 
prepares  the  way  for  the  deposit  of  money  with  him 
is  very  plain.  When  a  private  person  begins  to  pos- 
sess a  great  heap  of  bank  notes,  it  will  soon  strike 
him  that  he  is  trusting  the  banker  very  much,  and 
that  in  return  he  is  getting  nothing.  He  runs  the 
risk  of  loss  and  robbery  just  as  if  he  were  hoarding 
coin  ;  he  would  run  no  more  risk  by  the  failure  of 
the  bank  if  he  made  a  deposit  there,  and  he  would 
be  free  from  the  risk  of  keeping  the  cash.  No  doubt 
it  takes  time  before  even  this  simple  reasoning  is 
understood  by  uneducated  minds.  So  strong  is  the 
wish  of  most  people  to  see  their  money  that  they  for 
some  time  continue  to  hoard  bank  notes ;  for  a  long 
period  a  few  do  so :  but  in  the  end  common-sense  con- 
quers,—  the  circulation  of  bank  notes  decreases  and 
the  deposit  of  money  with  the  banker  increases.  The 
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credit  of  the  banker  having  been  efficiently  advertised 
by  the  note,  and  accepted  by  the  public,  he  lives  on 
the  credit  so  gained  years  after  the  note  issue  itself 
has  ceased  to  be  very  important  to  him. 

The  efficiency  of  this  introduction  is  proportional 
to  the  diffusion  of  the  right  of  note  issue.  A  single 
monopolist  issuer,  like  the  Bank  of  France,  works  its 
way  with  difficulty  through  a  country,  and  advertises 
banking  very  slowly;  even  now  the  Bank  of  France, 
which,  I  believe,  by  law  ought  to  have  a  branch  in 
each  Department,  has  only  branches  in  sixty  out  of 
eighty-six.  On  the  other  hand,  the  Swiss  banks, 
where  there  is  always  one  or  more  to  every  Canton, 
diffuse  banking  rapidly.  We  have  seen  that  the 
liabilities  of  the  Bank  of  France  stand  thus :  — 

£ 

Notes, 112,000,000 

Deposits, 15,000,000 

But   the    aggregate    Swiss    banks,   on    the    contrary, 

stand  :  — 

£ 

Notes, 761,000 

Deposits, 4,709,000* 

The  reason  is,  that  a  central  bank,  which  is  gov- 
erned in  the  capital  and  descends  on  a  country  dis- 
trict, has  much  fewer  modes  of  lending  money  safely 
than  a  bank  of  which  the  partners  belong  to  that 
district  and  know  the  men  and  things  in  it.  A  note 
issue  is  mainly  begun  by  loans ;  there  are  then  no 
deposits  to  be  paid.  But  the  mass  of  loans  in  a  rural 
district  are  of  small  amount ;  the  bills  to  be  dis- 
counted are  trifling ;  the  persons  borrowing  are  of 
small  means  and  only  local  repute,  the  value  of  any 
property  they  wish  to  pledge  depends  on  local  changes 
and  local  circumstances.  A  banker  who  lives  in  the 
district,  who  has  always  lived  there,  whose  whole 

*  These  are  the  amounts  at  Dec.  31,  1865.  See  "  Grundziige  der  National- 
Oekonomie,  yon  Max  Wirth,"  Vol.  iii.,  page  491. 
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mind  is  a  history  of  the  district  and  its  changes,  is 
easily  able  to  lend  money  safely  there ;  but  a  manager 
deputed  by  a  single  central  establishment  does  *so 
with  difficulty, — the  worst  people  will  come  to  him 
and  ask  for  loans,  his  ignorance  is  a  mark  for  all 
the  shrewd  and  crafty  people  thereabouts.  He  will 
have  endless  difficulties  in  establishing  the  circula- 
tion of  the  distant  bank,  because  he  has  not  the  local 
knowledge  which  alone  can  teach  him  how  to  issue 
that  circulation  with  safety. 

A  system  of  note  issues  is  therefore  the  best  in- 
troduction to  a  large  system  of  deposit  banking.  As 
yet,  historically,  it  is  the  only  introduction  :  no  nation 
as  yet  has  arrived  at  a  great  system  of  deposit  bank- 
ing without  going  first  through  the  preliminary  stage 
of  note  issue ;  and  of  such  note  issues  the  quickest 
and  most  efficient  in  this  way  is  one  made  by  indi- 
viduals resident  in  the  district  and  conversant  with  it. 

And  this  explains  why  deposit  banking  is  so  rare  : 
such  a  note  issue  as  has  been  described  is  possible 
only  in  a  country  exempt  from  invasion  and  free 
from  revolution.  During  an  invasion,  note-issuing 
banks  must  stop  payment ;  a  run  is  nearly  inevitable 
at  such  a  time,  and  in  a  revolution  too.  In  such 
great  and  close  civil  dangers  a  nation  is  always  de- 
moralized. Every  one  looks  to  himself,  and  every 
one  likes  to  possess  himself  of  the  precious  metals : 
these  are  sure  to  be  valuable,  invasion  or  no  invas- 
ion, revolution  or  no  revolution  ;  but  the  goodness  of 
bank  notes  depends  on  the  solvency  of  the  banker, 
and  that  solvency  may  be  impaired  if  the  invasion  is 
not  repelled  or  the  revolution  resisted. 

Hardly  any  Continental  country  has  been  till  now 
exempt  for  long  periods  both  from  invasion  and  revo- 
lution. In  Holland  and  Germany, — two  countries 
where  note  issue  and  deposit  banking  would  seem  as 
natural  as  in  England  and  Scotland,  —  there  was  never 
any  security  from  foreign  war ;  a  profound  apprehen- 
sion of  external  invasion  penetrated  their  whole  habits, 
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and  men  of  business  would  have  thought  it  insane 
not  to  contemplate  a  contingency  so  frequent  in  their 
history,  and  perhaps  witnessed  by  themselves. 

France  indeed,  before  1789,  was  an  exception :  for 
many  years  under  the  old  regime  she  was  exempt 
from  serious  invasion  or  attempted  revolution.  Her 
government  was  fixed,  as  was  then  thought,  and 
powerful ;  it  could  resist  any  external  enemy,  and 
the  prestige  on  which  it  rested  seemed  too  firm  to 
fear  any  enemy  from  within.  But  then  it  was  not  an 
honest  government,  and  it  had  shown  its  dishonesty 
in  this  particular  matter  of  note  issue :  the  regent 
in  Law's  time  had  given  a  monopoly  of  note  issue  to 
a  bad  bank,  and  had  paid  off  the  debts  of  the  nation 
in  worthless  paper;  the  government  had  created  a 
machinery  of  ruin,  and  had  thriven  on  it.  Among 
so  apprehensive  a  race  as  the  French  the  result  was 
fatal :  for  many  years  no  attempt  at  note  issue  or 
deposit  banking  was  possible  in  France.  So  late  as 
the  foundation  of  the  "Caisse  d'Escompte,"  in  Tur- 
got's  time,  the  remembrance  of  Law's  failure  was 
distinctly  felt,  and  impeded  the  commencement  of 
better  attempts. 

This  therefore  is  the  reason  why  Lombard  Street 
exists;  that  is,  why  England  is  a  very  great  money 
market,  and  other  European  countries  but  small  ones 
in  comparison.  In  England  and  Scotland  a  diffused 
system  of  note  issues  started  banks  all  over  the 
country;  in  these  banks  the  savings  of  the  country 
have  been  lodged,  and  by  these  they  have  been  sent 
to  London.  No  similar  system  arose  elsewhere ;  and 
in  consequence  London  is  full  of  money,  and  all  Con- 
tinental cities  are  empty  as  compared  with  it. 

ii. 

The  monarchical  form  of  Lombard  Street  is  due 
also  to  the  note  issue.  The  origin  of  the  Bank  of 
England  has  been  told  by  Macaulay,  and  it  is  never 
wise  for  an  ordinary  writer  to  tell  again  what  he 
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has  told  so  much  better;  nor  is  it  necessary,  for  his 
writings  are  in  every  one's  hands  :  still,  I  must  re- 
mind my  readers  of  the  curious  story. 

Of  all  institutions  in  the  world,  the  Bank  of  Eng- 
land is  now  probably  the  most  remote  from  party 
politics  and  from  "financing";  but  in  its  origin  it 
was  not  only  a  finance  company,  but  a  Whig  finance 
company,  —  it  was  founded  by  a  Whig  government 
because  it  was  in  desperate  want  of  money,  and 
supported  by  the  "City"  because  the  "City"  was 
Whig.  Very  briefly,  the  story  was  this :  — 

The  government  of  Charles  II.  (under  the  Cabal 
ministry)  had  brought  the  credit  of  the  English  state 
to  the  lowest  possible  point :  it  had  perpetrated  one 
of  those  monstrous  frauds  which  are  likewise  gross 
blunders.  The  goldsmiths,  who  then  carried  on  upon 
a  trifling  scale  what  we  should  now  call  "banking," 
used  to  deposit  their  reserve  of  treasure  in  the  Ex- 
chequer, with  the  sanction  and  under  the  care  of  the 
government.  In  many  European  countries,  the  credit 
of  the  state  had  been  so  much  better  than  any  other 
credit  that  it  had  been  used  to  strengthen  the  begin- 
nings of  banking.  The  credit  of  the  state  had  been 
so  used  in  England :  though  there  had  lately  been 
a  civil  war  and  several  revolutions,  the  honesty  of 
the  English  government  was  trusted  implicitly.  But 
Charles  II.  showed  that  it  was  trusted  undeservedly  : 
he  shut  up  the  Exchequer,  would  pay  no  one,  and  so 
the  goldsmiths  were  ruined. 

The  credit  of  the  Stuart  government  never  recov- 
ered from  this  monstrous  robbery,  and  the  govern- 
ment created  by  the  revolution  of  1688  could  hardly 
expect  to  be  more  trusted  with  money  than  its  pre- 
decessor. A  government  created  by  a.  revolution 
hardly  ever  is :  there  is  a  taint  of  violence  which 
capitalists  dread  instinctively,  and  there  is  always  a 
rational  apprehension  that  the  government  which  one 
revolution  thought  fit  to  set  up,  another  revolution 
may  think  fit  to  pull  down.  In  1094  the  credit  of 
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"William  III.'s  government  was  so  low  in  London  that 
it  was  impossible  for  it  to  borrow  any  large  sum; 
and  the  evil  was  the  greater,  because  in  consequence 
of  the  French  war  the  financial  straits  of  the  govern- 
ment were  extreme.  At  last  a  scheme  was  hit  upon 
which  would  relieve  their  necessities.  "  The  plan," 
says  Macaulay,  "was,  that  twelve  hundred  thousand 
pounds  should  be  borrowed  by  the  government,  on 
what  was  then  considered  as  the  moderate  interest  of 
8  per  cent.*  In  order  to  induce  capitalists  to  advance 
the  money  promptly  on  terms  so  favorable  to  the 
public,  the  subscribers  were  to  be  incorporated  by  the 
name  of  'The  Governor  and  Company  of  the  Bank 
of  England' ; "  they  were  so  incorporated,  and  the 
£1,200,000  was  obtained. 

On  many  succeeding  occasions,  their  credit  was  of 
essential  use  to  the  government.  Without  their  aid, 
our  National  Debt  could  not  have  been  borrowed ; 
and  if  we  had  not  been  able  to  raise  that  money 
we  should  have  been  conquered  by  France  and  com- 
pelled to  take  back  James  II.  And  for  many  years 
afterwards,  the  existence  of  that  debt  was  a  main 
reason  why  the  industrial  classes  never  would  think 
of  recalling  the  Pretender  or  of  upsetting  the  Eevo- 
lution  settlement:  the  " f undholder "  is  always  consid- 
ered in  the  books  of  that  time  as  opposed  to  his 
"legitimate"  sovereign,  because  it  was  to  be  feared 
that  this  sovereign  would  repudiate  the  debt  which 
was  raised  by  those  who  dethroned  him,  and  which 
was  spent  in  resisting  him  and  his  allies.  For  a  long 
time  the  Bank  of  England  was  the  focus  of  London 
Liberalism,  and  in  that  capacity  rendered  to  the  state 
inestimable  services ;  in  return  for  these  substantial 
benefits,  the  Bank  of  England  received  from  the 
government,  either  at  first  or  afterwards,  three  most 
important  privileges  :  — 

First.  The  Bank  of  England  had  the  exclusive 
possession  of  the  government  balances.  In  its  first 

*  "History  of  England,"  Chap.  xx. 
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period,  as  I  have  shown,  the  Bank  gave  credit  to  the 
government ;  but  afterwards  it  derived  credit  from 
the  government.  There  is  a  natural  tendency  in 
men  to  follow  the  example  of  the  government  under 
which  they  live  :  the  government  is  the  largest,  most 
important,  and  most  conspicuous  entity  with  which 
the  mass  of  any  people  are  acquainted ;  its  range  of 
knowledge  must  always  be  infinitely  greater  than 
the  average  of  their  knowledge,  and  therefore,  unless 
there  is  a  conspicuous  warning  to  the  contrary,  most 
men  are  inclined  to  think  their  government  right,  and 
when  they  can,  to  do  what  it  does.  Especially  in 
money  matters  a  man  might  fairly  reason,  "If  the 
government  is  right  in  trusting  the  Bank  of  England 
with  the  great  balance  of  the  nation,  I  cannot  be 
wrong  in  trusting  it  with  my  little  balance." 

Second.  The  Bank  of  England  had  till  lately  the 
monopoly  of  limited  liability  in  England.  The  com- 
mon law  of  England  knows  nothing  of  any  such 
principle,  —  it  is  only  possible  by  royal  charter  or 
statute  law ;  and  by  neither  of  these  was  any  real 
bank  (I  do  not  count  absurd  schemes  such  as  Cham- 
berlayne's  Land  Bank*)  permitted  with  limited  lia- 
bility in  England  till  within  these  few  years.  Indeed, 
a  good  many  people  thought  it  was  right  for  the 
Bank  of  England,  but  not  right  for  any  other  bank. 
I  remember  hearing  the  conversation  of  a  distin- 
guished merchant  in  the  City  of  London,  who  well 
represented  the  ideas  then  most  current.  He  was 
declaiming  against  banks  of  limited  liability,  and 
some  one  asked,  "Why,  what  do  you  say,  then,  to 
the  Bank  of  England,  where  you  keep  your  own 
account  ?"  "Oh  !"  he  replied,  "that  is  an  exceptional 
case."  And  no  doubt  it  was  an  exception  of  the 
greatest  value  to  the  Bank  of  England,  because  it 
induced  many  quiet  and  careful  merchants  to  be 

*  See  Macaulay,  "History  of  England,"  Chap.  xx.     The  scheme  was  for 
the  bank  to  issue  notes  on  landed  security  to  the  full  value  of  the  land, 
and  to  rate  that  value  at  as  many  times  the  annual  income  as  the  number 
of  years  it  was  pledged  for  !  —  ED. 
VOL.  V.— 5 
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directors  of  the  Bank,  who  certainly  would  not  have 
joined  any  bank  where  all  their  fortunes  were  liable, 
and  where  the  liability  was  not  limited. 

Thirdly.  The  Bank  of  England  had  the  privilege  of 
being  the  sole  joint-stock  company  permitted  to  issue 
bank  notes  in  England.  Private  London  bankers  did 
indeed  issue  notes  down  to  the  middle  of  the  last 
century,  but  no  joint-stock  company  could  do  so.  The 
explanatory  clause  of  the  Act  of  1742  sounds  most 
curiously  to  our  modern  ears :  — 

"And  to  prevent  any  doubt  that  may  arise  concerning  the 
privilege  or  power  given  to  the  said  Governor  and  Company" 
that  is,  the  Bank  of  England  —  "of  EXCLUSIVE  BANKING;  and  also 
in  regard  to  creating  any  other  bank  or  banks  by  Parliament,  or 
restraining  other  persons  from  banking  during  the  continuance  of 
the  said  privilege  granted  to  the  Governor  and  Company  of  the 
Bank  of  England,  as  before  recited;  —  it  is  hereby  further  enacted 
and  declared  by  the  authority  aforesaid,  that  it  is  the  true  intent 
and  meaning  of  the  said  act  that  no  other  bank  shall  be  created, 
established,  or  allowed  by  Parliament,  and  that  it  shall  not  be 
lawful  for  any  body  politic  or  corporate  whatsoever  created  or  to 
be  created,  or  for  any  other  persons  whatsoever  united  or  to  be 
united  in  covenants  or  partnership  exceeding  the  number  of  six 
persons  in  that  part  of  Great  Britain  called  England,  to  borrow, 
owe,  or  take  up  any  sum  or  sums  of  money  on  their  bills  or  notes 
payable  on  demand  or  at  any  less  time  than  six  months  from  the 
borrowing  thereof,  during  the  continuance  of  such  said  privilege  to 
the  said  Governor  and  Company,  who  are  hereby  declared  to  be 
and  remain  a  corporation  with  the  privilege  of  exclusive  banking, 
as  before  recited." 

To  our  modern  ears  these  words  seem  to  mean 
more  than  they  did.  The  term  "banking"  was  then 
applied  only  to  the  issue  of  notes  and  the  taking  up 
of  money  on  bills  on  demand ;  our  present  system  of 
deposit  banking,  in  which  no  bills  or  promissory  notes 
are  issued,  was  not  then  known  on  a  great  scale,  and 
was  not  called  "banking."  But  its  effect  was  very 
important :  it  in  time  gave  the  Bank  of  England  the 
monopoly  of  the  note  issue  of  the  metropolis.  It  had 
at  that  time  no  branches,  and  so  it  did  not  compete 
for  the  country  circulation ;  but  in  the  metropolis, 
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where  it  did  compete,  it  was  completely  victorious,  - 
no  company  but  the  Bank  of  England  could  issue 
notes,  and  unincorporated  individuals  gradually  gave 
way  and  ceased  to  do  so.  Up  to  1844  London  private 
bankers  might  have  issued  notes  if  they  pleased ;  but 
almost  a  hundred  years  ago  they  were  forced  out  of 
the  field.  The  Bank  of  England  has  so  long  had  a 
practical  monopoly  of  the  circulation  that  it  is  com- 
monly believed  always  to  have  had  a  legal  monopoly. 

And  the  practical  effect  of  the  clause  went  fur- 
ther :  it  was  believed  to  make  the  Bank  of  England 
the  only  joint-stock  company  that  could  receive  de- 
posits, as  well  as  the  only  company  that  could  issue 
notes.  The  gift  of  "exclusive  banking"  to  the  Bank 
of  England  was  read  in  its  most  natural  modern 
sense  :  it  was  thought  to  prohibit  any  other  banking 
company  from  carrying  on  our  present  system  of 
banking.  After  joint-stock  banking  was  permitted  in 
the  country,  people  began  to  inquire  why  it  should 
not  exist  in  the  metropolis  too  ?  and  then  it  was 
seen  that  the  words  I  have  quoted  only  forbid  the 
issue  of  negotiable  instruments,  and  not  the  receiving 
of  money  when  no  such  instrument  is  given.  Upon 
this  construction  the  London  and  Westminster  Bank 
and  all  our  older  joint-stock  banks  were  founded  : 
but  till  they  began,  the  Bank  of  England  had  among 
companies  not  only  the  exclusive  privilege  of  note 
issue,  but  that  of  deposit  banking  too ;  it  was  in 
every  sense  the  only  banking  company  in  London. 

With  so  many  advantages  over  all  competitors, 
it  is  quite  natural  that  the  Bank  of  England  should 
have  far  outstripped  them  all.  Inevitably  it  became 
the  bank  in  London ;  all  the  other  bankers  grouped 
themselves  round  it  and  lodged  their  reserve  with  it. 
Thus  our  ewe-reserve  system  of  banking  was  not  delib- 
erately founded  upon  definite  reasons ;  it  was  the 
gradual  consequence  of  many  singular  events,  and 
of  an  accumulation  of  legal  privileges  on  a  single 
bank  which  has  now  been  altered,  and  which  no  one 
would  now  defend. 


CHAPTER    IV. 

THE    POSITION  OF    THE   CHANCELLOR    OF   THE    EXCHEQUER 
IN   THE     MONEY  MARKET. 

NOTHING  can  be  truer  in  theory  than  the  economical 
principle  that  banking  is  a  trade  and  only  a  trade; 
and  nothing  can  be  more  surely  established  [or]  by 
a  larger  experience  than  that  a  government  which 
interferes  with  any  trade  injures  that  trade.  The  best 
thing,  undeniably,  that  a  government  can  do  with 
the  money  market  is,  to  let  it  take  care  of  itself. 

But  a  government  can  only  carry  out  this  prin- 
ciple universally  if  it  observe  one  condition :  it  must 
keep  its  own  money.  The  government  is  necessarily 
at  times  possessed  of  large  sums  in  cash.  It  is  by 
far  the  richest  corporation  in  the  country ;  its  annual 
revenue  payable  in  money  far  surpasses  that  of  any 
other  body  or  person  :  and  if  it  begins  to  deposit  this 
immense  income,  as  it  accrues,  at  any  bank,  at  once 
it  becomes  interested  in  the  welfare  of  that  bank.  It 
cannot  pay  the  interest  on  its  debt  if  that  bank  can- 
not produce  the  public  deposits  when  that  interest 
becomes  due ;  it  cannot  pay  its  salaries  and  defray  its 
miscellaneous  expenses  if  that  bank  fail  at  any  time. 
A  modern  government  is  like  a  very  rich  man  with 
very  great  debts  which  he  cannot  well  pay :  its  credit 
is  necessary  to  its  prosperity,  almost  to  its  existence ; 
and  if  its  banker  fail  when  one  of  its  debts  becomes 
due,  its  difficulty  is  intense. 

Another  banker,  it  will  be  said,  may  take  up  the 
government  account ;  he  may  advance,  as  is  so  often 
done  in  other  bank  failures,  what  the  government 

(68) 
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needs  for  the  moment,  in  order  to  secure  the  gov- 
ernment account-  in  future  :  but  the  imperfection  of 
this  remedy  is,  that  it  fails  in  the  very  worst  case,  — 
in  a  panic,  and  at  a  general  collapse  of  credit,  no 
such  banker  will  probably  be  found.  The  old  banker 
who  possesses  the  government  deposit  cannot  repay 
it ;  and  no  banker  not  having  that  deposit  will,  at  a 
bad  crisis,  be  able  to  find  the  £5,000,000  or  £6,000,000 
which  the  quarter-day  of  a  government  such  as  ours 
requires.  •  If  a  finance  minister,  having  intrusted  his 
money  to  a  bank,  begins  to  act  strictly  and  say 
he  will  in  all  cases  let  the  money  market  take  care 
of  itself,*  the  reply  is,  that  in  one  case  the  money 
market  will  take  care  of  him  too,f  and  he  will  be 
insolvent. 

In  the  infancy  of  banking,  it  is  probably  much 
better  that  a  government  should  as  a  rule  keep  its 
own  money.  If  there  are  not  banks  in  which  it  can 
place  secure  reliance,  it  should  not  seem  to  rely  upon 
them;  still  less,  should  it  give  peculiar  favor  to  any 
one,  and  by  intrusting  it  with  the  government  ac- 
count, secure  to  it  a  mischievous  supremacy  above  all 
other  banks.  The  skill  of  a  financier  in  such  an  age 
is,  to  equalize  the  receipt  of  taxation  and  the  outgoing 
of  expenditure;  it  should  be  a  principal  care  with 
him  to  make  sure  that  more  should  not  be  locked 
up  at  a  particular  moment  in  the  government  coffers 
than  is  usually  locked  up  there.  If  the  amount  of 
dead  capital  so  buried  in  the  Treasury  does  not  at 
any  time  much  exceed  the  common  average,  the  evil 
so  caused  is  inconsiderable :  it  is  only  the  loss  of 
interest  on  a  certain  sum  of  money,  which  would  not 
be  much  of  a  burden  on  the  whole  nation ;  the  addi- 
tional taxation  it  would  cause  would  be  inconsidera- 
ble. Such  an  evil  is  nothing  in  comparison  with  that 


*Mr.  Lowe's  famous  remark;  see  Vol.  iii.,  page  433. 

tAn  allusion  to  Southey's  reply  to  Pitt  when  told  by  the  latter  (in 
answer  to  his  application  for  a  place  for  Burns)  that  "Literature  will  take 
care  of  itself":  "Yes,  and  of  you  too."  — Quoted  by  Carlyle  in  "Heroes 
and  Hero  Worship,"  Lecture  v. 
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of  losing  the  money  necessary  for  inevitable  expense 
by  intrusting  it  to  a  bad  bank,  or  that  of  recovering 
this  money  by  identifying  the  national  credit  with 
the  bad  bank  and  so  propping  it  up  and  perpetuating 
it.  So  long  as  the  security  of  the  money  market  is 
not  entirely  to  be  relied  on,  the  government  of  a 
country  had  much  better  leave  it  to  itself  and  keep 
its  own  money.  If  the  banks  are  bad,  they  will  cer- 
tainly continue  bad,  and  will  probably  become  worse, 
if  the  government  sustains  and  encourages  them. 
The  cardinal  maxim  is,  that  any  aid  to  a  present  bad 
bank  is  the  surest  mode  of  preventing  the  establish- 
ment of  a  future  good  bank. 

When  the  trade  of  banking  began  to  be  better 
understood,  when  the  banking  system  was  thoroughly 
secure,  the  government  might  begin  to  lend  gradu- 
ally ;  especially  to  lend  the  unusually  large  sums 
which  even  under  the  most  equable  system  of  finance 
will  at  times  accumulate  in  the  public  exchequer. 

Under  a  natural  system  of  banking  it  would  have 
every  facility.  Where  there  were  many  banks  keep- 
ing their  own  reserve,  and  each  most  anxious  to 
keep  a  sufficient  reserve  because  its  own  life  and 
credit  depended  on  it,  the  risk  of  the  government  in 
keeping  a  banker  would  be  reduced  to  a  minimum ; 
it  would  have  the  choice  of  many  bankers,  and  would 
not  be  restricted  to  any  one. 

Its  course  would  be  very  simple,  and  be  analogous 
to  that  of  other  public  bodies  in  the  country.  The 
Metropolitan  Board  of  Works,  which  collects  a  great 
revenue  in  London,  has  an  account  at  the  London 
and  Westminster  Bank,  for  which  that  bank  makes 
a  deposit  of  consols  as  a  security ;  the  Chancellor 
of  the  Exchequer  would  have  no  difficulty  in  getting 
such  security  either.  If,  as  is  likely,  his  account 
would  be  thought  to  be  larger  than  any  single  bank 
ought  to  be  intrusted  with,  the  public  deposits  might 
be  divided  between  several ;  each  would  give  security, 
and  the  whole  public  money  would  be  safe.  If  at 
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any  time  the  floating  money  in  the  hands  of  govern- 
ment were  exceptionally  large,  he  might  require  aug- 
mented security  to  be  lodged,  and  he  might  obtain 
an  interest.  He  would  be  a  lender  of  such  magnitude 
and  so  much  influence  that  he  might  command  his 
own  terms;  he  might  get  his  account  kept  safe  if 
any  one  could. 

If,  on  the  other  hand,  the  Chancellor  of  the  Ex- 
chequer were  a  borrower,  as  at  times  he  is,  he  would 
have  every  facility  in  obtaining  what  he  wanted ; 
the  credit  of  the  English  government  is  so  good  that 
he  could  borrow  better  than  any  one  else  in  the 
world.  He  would  have  greater  facility,  indeed,  than 
now ;  for  except  with  the  leave  of  Parliament  the 
Chancellor  of  the  Exchequer  cannot  borrow  by  our 
present  laws  in  the  open  market,  —  he  can  only  bor- 
row from  the  Bank  of  England,  on  what  are  called 
"deficiency  bills."  In.  a  natural  system  he  would 
borrow  of  any  one  out  of  many  competing  banks,  se- 
lecting the  one  that  would  lend  cheapest ;  but  under 
our  present  artificial  system  he  is  confined  to  a  single 
bank,  which  can  fix  its  own  charge. 

If,  contrary  to  expectation,  a  collapse  occurred, 
the  government  might  withdraw,  as  the  American 
government  actually  has  withdrawn,  its  balance  from 
the  bankers  ;  *  it  might  give  its  aid,  lend  Exchequer 
bills,  or  otherwise  pledge  its  credit  for  the  moment, 
but  when  the  exigency  was  passed  it  might  let  the 
offending  banks  suffer.  There  would  be  a  penalty  for 
their  misconduct ;  new  and  better  banks,  which  might 
take  warning  from  that  misconduct,  would  arise ;  as 
in  all  natural  trades,  what  is  old  and  rotten  would 
perish,  what  is  new  and  good  would  replace  it :  and 
till  the  new  banks  had  proved,  by  good  conduct,  their 
fitness  for  state  confidence,  the  state  need  not  give  it. 


*  It  should  be  remembered,  however,  that  the  United  States.  Bank  had 
not  "  collapsed"  and  was  in  no  apparent  danger  when  the  government  ceased 
depositing  new  money  there,  and  that  the  cessation  had  no  connection  with 
business  reasons.  It  never  "  withdrew  its  balance  "  at  all.  —  ED. 
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The  government  could  use  its  favor  as  a  bounty  on 
prudence,  and  the  withdrawal  of  that  favor  as  a 
punishment  for  culpable  folly. 

Under  a  good  system  of  banking,  a  great  collapse, 
except  from  rebellion  or  invasion,  would  probably  not 
happen.  A  large  number  of  banks,  each  feeling  that 
their  credit  was  at  stake  in  keeping  a  good  reserve, 
probably  would  keep  one ;  if  any  one  did  not,  it 
would  be  criticized  constantly,  and  would  soon  lose 
its  standing,  and  in  the  end  disappear.  And  such 
banks  would  meet  an  incipient  panic  freely  and  gen- 
erously ;  they  would  advance  out  of  their  reserve 
boldly  and  largely,  for  each  individual  bank  would 
fear  suspicion,  and  know  that  at  such  periods  it 
must  "show  strength"  if  at  such  times  it  wishes  to 
be  thought  to  have  strength.  Such  a  system  reduces 
to  a  minimum  the  risk  that  is  caused  by  the  deposit ; 
if  the  national  money  can  safely  be  deposited  in 
banks  in  any  way,  this  is  the  way  to  make  it  safe. 

But  this  system  is  nearly  the  opposite  to  that 
which  the  law  and  circumstances  have  created  for  us 
in  England.  The  English  government,  far  from  keep- 
ing cash  from  the  money  market  till  the  position  of 
that  market  was  reasonably  secure,  at  a  very  early 
moment,  and  while  credit  of  all  kinds  was  most  in- 
secure, for  its  own  interests  entered  into  the  money 
market.  In  order  to  effect  loans  better,  it  gave  the 
custody  and  profit  of  its  own  money  (along  with 
other  privileges)  to  a  single  bank,  and  therefore  prac- 
tically and  in  fact  it  is  identified  with  the  Bank  to 
this  hour.  It  cannot  let  the  money  market  take  care 
of  itself,  because  it  has  deposited  much  money  in 
that  market,  and  it  cannot  pay  its  way  if  it  loses 
that  money. 

Nor  would  any  English  statesman  propose  to 
"wind  up"  the  Bank  of  England;  a  theorist  might 
put  such  a  suggestion  on  paper,  but  no  responsible 
Government  would  think  of  it.  At  the  worst  crisis 
and  in  the  worst  misconduct  of  the  Bank,  no  such 
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plea  *  has  been  thought  of ;  in  1825  when  its  till  was 
empty,  in  1837  when  it  had  to  ask  aid  from  the 
Bank  of  France,  no  such  idea  was  suggested.  By 
irresistible  tradition  the  English  government  was 
obliged  to  deposit  its  money  in  the  money  market, 
and  to  deposit  with  this  particular  Bank. 

And  this  system  has  plain  and  grave  evils. 

First.  Because,  being  created  by  state  aid,  it  is 
more  likely  than  a  natural  system  to  require  state 
help. 

Secondly.  Because,  being  a  one-reserve  system,  it 
reduces  the  spare  cash  of  the  money  market  to  a 
smaller  amount  than  any  other  system,  and  so  makes 
that  market  more  delicate.  There  being  a  less  hoard 
to  meet  liabilities,  any  error  in  the  management  of 
that  reserve  has  a  proportionately  greater  effect. 

Thirdly.  Because  our  one  reserve  is,  by  the  neces- 
sity of  its  nature,  given  over  to  one  board  of  direct- 
ors ;  and  we  are  therefore  dependent  on  the  wisdom 
of  that  one  only,  and  cannot,  as  in  most  trades, 
strike  an  average  of  the  wisdom  and  the  folly,  the 
discretion  and  the  indiscretion,  of  many  competitors. 

Lastly.  Because  that  board  of  directors  is,  like 
every  other  board,  pressed  on  by  its  shareholders  to 
make  a  high  dividend,  and  therefore  to  keep  a  small 
reserve,  whereas  the  public  interest  imperatively  re- 
quires that  they  shall  keep  a  large  one. 

These  four  evils  were  inseparable  from  the  sys- 
tem ;  but  there  is  besides  an  additional  and  accidental 
evil.  The  English  government  not  only  preated  this 
singular  system,  but  it  proceeded  to  impair  it,  and 
demoralize  all  the  public  opinion  respecting  it.  For 
more  than  a  century  after  its  creation  (notwithstand- 
ing occasional  errors),  the  Bank  of  England  in  the 
main  acted  with  judgment  and  with  caution.  Its 
business  was  but  small  as  we  should  now  reckon,  but 
for  the  most  part  it  conducted  that  business  with  pru- 
dence and  discretion.  In  1696  it  had  been  involved 


*  Probably  a  misprint  for  "plan."  —  ED. 
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in  the  most  serious  difficulties,  and  had  been  obliged 
to  refuse  to  pay  some  of  its  notes  ;  for  a  long  period 
it  was  in  wholesome  dread  of  public  opinion,  and 
the  necessity  of  retaining  public  confidence  made  it 
cautious.  But  the  English  government  removed  that 
necessity  :  in  1797  Mr.  Pitt  feared  that  he  might  not 
be  able  to  obtain  sufficient  specie  for  foreign  payments, 
in  consequence  of  the  low  state  of  the  Bank  reserve, 
and  he  therefore  required  the  Bank  not  to  pay  in 
cash ;  he  removed  the  preservative  apprehension  which 
is  the  best  security  of  all  banks. 

For  this  reason,  the  period  under  which  the  Bank 
of  England  did  not  pay  gold  for  its  notes — the 
period  from  1797  to  1819  —  is  always  called  the  period 
of  the  Bank  restriction.  As  the  Bank  during  that 
period  did  not  perform,  and  was  not  compelled  by 
law  to  perform,  its  contract  of  paying  its  notes  in 
cash,  it  might  apparently  have  been  well  called  the 
period  of  Bank  "license."  But  the  word  "restriction" 
was  quite  right,  and  was  the  only  proper  word  as  a 
description  of  the  policy  of  1797  :  Mr.  Pitt  did  not  say 
that  the  Bank  of  England  need  not  pay  its  notes  in 
specie, — he  "restricted"  them  from  doing  so;  he  said 
that  they  must  not. 

In  consequence,  from  1797  to  1844  (when  a  new  era 
begins),  there  never  was  a  proper  caution  on  the  part 
of  the  Bank  directors ;  at  heart  they  considered  that 
the  Bank  of  England  had  a  kind  of  charmed  life, 
and  that  it  was  above  the  ordinary  banking  anxiety 
to  pay  its  .way.  And  this  feeling  was  very  natural : 
a  bank  of  issue  which  need  not  pay  its  notes  in  cash 
has  a  charmed  life;  it  can  lend  what  it  wishes  and 
issue  what  it  likes,  with  no  fear  of  harm  to  itself 
and  with  no  substantial  check  but  its  own  inclina- 
tion. For  nearly  a  quarter  of  a  century  the  Bank 
of  England  was  such  a  bank,  for  all  that  time  it 
could  not  be  in  any  danger.  And  naturally  the  pub- 
lic mind  was  demoralized  also  :  since  1797  the  public 
have  always  expected  the  government  to  help  the 
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Bank  if  necessary.  I  cannot  fully  discuss  the  suspen- 
sions of  the  Act  of  1844  in  1847,  1857,  and  1866  :  but 
indisputably  one  of  their  effects  is  to  make  people 
think  that  government  will  always  help  the  Bank 
if  the  Bank  is  in  extremity ;  and  this  is  the  sort 
of  anticipation  which  tends  to  justify  itself  and  to 
cause  what  it  expects. 

On  the  whole,  therefore,  the  position  of  the  Chan- 
cellor of  the  Exchequer  in  our  money  market  is  that 
of  one  who  deposits  largely  in  it,  who  created  it,  and 
who  demoralized  it.  He  cannot,  therefore,  banish  it 
from  his  thoughts  or  decline  responsibility  for  it :  he 
must  arrange  his  finances  so  as  not  to  intensify 
panics,  but  to  mitigate  them ;  he  must  aid  the  Bank 
of  England  in  the  discharge  of  its  duties,  he  must 
not  impede  or  prevent  it. 

His  aid  may  be  most  efficient  :  he  is,  on  finance, 
the  natural  exponent  of  the  public  opinion  of  Eng- 
land ;  and  it  is  by  that  opinion  that  we  wish  the 
Bank  of  England  to  be  guided.  Under  a  natural  sys- 
tem of  banking  we  should  have  relied  on  self-interest, 
but  the  state  prevented  that :  we  now  rely  on  opinion 
instead,  '• —  the  public  approval  is  a  reward,  its  dis- 
approval a  severe  penalty,  on  the  Bank  directors; 
and  of  these  it  is  most  important  that  the  finance 
minister  should  be  a  sound  and  felicitous  exponent. 


CHAPTER  V. 

THE  MODE  IN  WHICH    THE    VALUE    OF    MONEY   IS   SETTLED 
IN    LOMBARD    STREET. 

MANY  persons  believe  that  the  Bank  of  England  has 
some  peculiar  power  of  fixing  the  value  of  money. 
They  see  that  the  Bank  of  England  varies  its  mini- 
mum rate  of  discount  from  time  to  time,  and  that, 
more  or  less,  all  other  banks  follow  its  lead  and 
charge  much  as  it  charges ;  and  they  are  puzzled 
why  this  should  be.  "Money,"  as  economists  teach, 
"is  a  commodity,  and  only  a  commodity:"  why  then, 
it  is  asked,  is  its  value  fixed  in  so  odd  a  way,  and 
not  the  way  in  which  the  value  of  all  other  com- 
modities is  fixed  ? 

There  is  at  bottom,  however,  no  difficulty  in  the 
matter :  the  value  of  money  is  settled,  like  that  of 
all  other  commodities,  by  supply  and  demand,  and 
only  the  form  is  essentially  different.  In  other  com- 
modities all  the  large  dealers  fix  their  own  price : 
they  try  to  underbid  one  another,  and  that  keeps  down 
the  price ;  they  try  to  get  as  much  as  they  can  out 
of  the  buyer,  and  that  keeps  up  the  price  :  between 
the  two,  what  Adam  Smith  calls  "the  higgling  of  the 
market"*  settles  it.  And  this  is  the  most  simple  and 
natural  mode  of  doing  business,  but  it  is  not  the  only 
mode,  —  if  circumstances  make  it  convenient  another 
may  be  adopted :  a  single  large  holder  —  especially  if 
he  be  by  far  the  greatest  holder  —  may  fix  his  price, 
and  other  dealers  may  say  whether  or  not  they  will 
undersell  him,  or  whether  or  not  they  will  ask  more 
than  he  does.  A  very  considerable  holder  of  an 

*"  Higgling  and  bargaining  of  the  market."  — Book  i.,  Chap.  v. 
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article  may,  for  a  time,  vitally  affect  its  value,  if  he 
lay  down  the  minimum  price  which  he  will  take  and 
obstinately  adhere  to  it.  This  is  the  way  in  which 
the  value  of  money  in  Lombard  Street  is  settled : 
the  Bank  of  England  used  to  be  a  predominant,  and 
is  still  a  most  important,  dealer  in  money ;  it  lays 
down  the  least  price  at  which  alone  it  will  dispose 
of  its  stock,  and  this  for  the  most  part  enables  other 
dealers  to  obtain  that  price,  or  something  near  it. 

The  reason  is  obvious.  At  all  ordinary  moments 
there  is  not  money  enough  in  Lombard  Street  to  dis- 
count all  the  bills  in  Lombard  Street  without  taking 
some  money  from  the  Bank  of  England.  As  soon 
as  the  Bank  rate  is  fixed,  a  great  many  persons  who 
have  bills  to  discount,  try  how  much  cheaper  than 
the  Bank  they  can  get  these  bills  discounted ;  but 
they  seldom  can  get  them  discounted  very  much 
cheaper,  for  if  they  did  every  one  would  leave  the 
Bank,  and  the  outer  market  would  have  more  bills 
than  it  could  bear. 

In  practice,  when  the  Bank  finds  this  process  be- 
ginning, and  sees  that  its  business  is  much  diminish- 
ing, it  lowers  the  rate,  so  as  to  secure  a  reasonable 
portion  of  the  business  to  itself  and  to  keep  a  fair 
part  of  its  deposits  employed.  At  Dutch  auctions 
an  upset  or  maximum  price  used  to  be  fixed  by  the 
seller,  and  he  came  down  in  his  bidding  till  he 
found  a  buyer ;  the  value  of  money  is  fixed  in  Lom- 
bard Street  in  much  the  same  way,  only  that  the 
upset  price  is  not  that  of  all  sellers,  but  that  of  one 
very  important  seller,  some  part  of  whose  supply  is 
essential. 

The  notion  that  the  Bank  of  England  has  a  con- 
trol over  the  money  market,  and  can  fix  the  rate  of 
discount  as  it  likes,  has  survived  from  the  old  days 
before  1844,  when  the  Bank  could  issue  as  many 
notes  as  it  liked ;  but  even  then  the  notion  was  a 
mistake.  A  bank  with  a  monopoly  of  note  issue  has 
great  sudden  power  in.  the  money  market,  but  no 
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permanent  power ;  it  can  affect  the  rate  of  discount 
at  any  particular  moment,  but  it  cannot  affect  the 
average  rate :  and  the  reason  is,  that  any  momentary 
fall  in  money,  caused  by  the  caprice  of  such  a  bank, 
of  itself  tends  to  create  an  immediate  and  equal  rise, 
so  that  upon  an  average  the  value  is  not  altered. 

What  happens  is  this  :  —  If  a  bank  with  a  monop- 
oly of  note  issue  suddenly  lends  (suppose)  £2,000,000 
more  than  usual,  it  causes  a  proportionate  increase  of 
trade  and  increase  of  prices.  The  persons  to  whom 
that  £2,000,000  was  lent  did  not  borrow  it  to  lock  it 
up :  they  borrow  it,  in  the  language  of  the  market,  to 
"operate  with," — that  is,  they  try  to  buy  with  it; 
and  that  new  attempt  to  buy,  that  new  demand, 
raises  prices.  And  this  rise  of  prices  has  three  con- 
sequences : — First,  it  makes  everybody  else  want  to 
borrow  money  :  money  is  not  so  efficient  in  buying 
as  it  was,  and  therefore  operators  require  more 
money  for  the  same  dealings.  If  railway  stock  is 
10  per  cent,  dearer  this  year  than  last,  a  speculator 
who  borrows  money  to  enable  him  to  deal  must 
borrow  10  per  cent,  more  this  year  than  last,  and 
in  consequence  there  is  an  augmented  demand  for 
loans.  Secondly,  this  is  an  effectual  demand ;  for 
the  increased  price  of  railway  stock  enables  those 
who  wish  it  to  borrow  more  upon  it.  The  common 
practice  is  to  lend  a  certain  portion  of  the  market 
value  of  such  securities;  and  if  that  value  increases, 
the  amount  of  the  usual  loan  to  be  obtained  on  them 
increases  too.  In  this  way,  therefore,  any  artificial 
reduction  in  the  value  of  money  causes  a  new  aug- 
mentation of  the  demand  for  money,  and  thus  restores 
that  value  to  its  natural  level.  In  all  business  this 
is  well  known  by  experience,  —  a  stimulated  market 
soon  becomes  a  tight  market ;  for  so  sanguine  are 
enterprising  men,  that  as  soon  as  they  get  any  un- 
usual ease  they  always  fancy  that  the  relaxation  is 
greater  than  it  is,  and  speculate  till  they  want  more 
than  they  can  obtain. 
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In  these  two  ways,  sudden  loans  by  an  issuer  of 
notes,  though  they  may  temporarily  lower  the  value 
of  money,  do  not  lower  it  permanently,  because  they 
generate  their  own  counteraction ;  and  this  they  do 
whether  the  notes  issued  are  convertible  into  coin  or 
not,  —  during  the  period  of  Bank  restriction,  from  1797 
to  1819,  the  Bank  of  England  could  not  absolutely 
control  the  money  market  any  more  than  it  could 
after  1819,  when  it  was  compelled  to  pay  its  notes  in 
coin.  But  in  the  case  of  convertible  notes  there  is  a 
third  effect,  which  works  in  the  same  direction  and 
works  more  quickly :  —  A  rise  of  prices  confined  to 
one  country  tends  to  increase  imports,  because  other 
countries  can  obtain  more  for  their  goods  if  they 
send  them  there ;  and  it  discourages  exports,  because 
a  merchant  who  would  have  gained  a  profit  before 
the  rise  by  buying  [tjhere  to  sell  again,  will  not  gain 
so  much  if  any  profit  after  that  rise.  By  this  aug- 
mentation of  imports  the  indebtedness  of  this  country 
is  augmented,  and  by  this  diminution  of  exports  the 
proportion  of  that  indebtedness  which  is  paid  in  the 
usual  way  is  decreased  also.  In  consequence,  there 
is  a  larger  balance  to  be  paid  in  bullion  ;  the  store 
in  the  bank  or  banks  keeping  the  reserve  is  dimin- 
ished, and  the  rate  of  interest  must  be  raised  by  them 
to  stay  the  efflux :  and  the  tightness  so  produced 
is  often  greater  than,  and  always  equal  to,  the  pre- 
ceding unnatural  laxity. 

There  is  therefore  no  ground  for  believing,  as  is 
so  common,  that  the  value  of  money  is  settled  by 
different  causes  than  those  which  affect  the  value 
of  other  commodities,  or  that  the  Bank  of  England 
has  any  despotism  in  that  matter;  it  has  the  power 
of  a  large  holder  of  money,  and  no  more.  Even  for- 
merly, when  its  monetary  powers  were  greater  and 
its  rivals  weaker,  it  had  no  absolute  control:  it 
was  simply  a  large  corporate  dealer,  making  bids  and 
much  influencing — though  in  no  sense  compelling  — 
other  dealers  thereby. 
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But  though  the  value  of  money  is  not  settled  in 
an  exceptional  way,  there  is  nevertheless  a  peculiar- 
ity about  it,  as  there  is  about  many  articles  :  it  is  a 
commodity  subject  to  great  fluctuations  of  value, 
and  those  fluctuations  are  easily  produced  by  a  slight 
excess  or  a  slight  deficiency  of  quantity.  Up  to  a 
certain  point,  money  is  a  necessity :  if  a  merchant 
has  acceptances  to  meet  to-morrow,  money  he  must 
and  will  find  to-day  at  some  price  or  other ;  and  it 
is  this  urgent  need  of  the  whole  body  of  merchants 
which  runs  up  the  value  of  money  so  wildly  and  to 
such  a  height  in  a  great  panic.  On  the  other  hand, 
money  easily  becomes  a  "drug,"  as  the  phrase  is,  and 
there  is  soon  too  much  of  it :  the  number  of  accepted 
securities  is  limited,  and  cannot  be  rapidly  increased ; 
if  the  amount  of  money  seeking  these  accepted  se- 
curities is  more  than  can  be  lent  on  them,  the  value 
of  money  soon  goes  'down.  You  may  often  hear  in 
the  market  that  bills  are  not  to  be  had, — meaning 
good  bills,  of  course ;  and  when  you  hear  this,  you 
may  be  sure  that  the  value  of  money  is  very  low. 

If  money  were  all  held  by  the  owners  of  it,  or  by 
banks  which  did  not  pay  an  interest  for  it,  the  value 
of  money  might  not  fall  so  fast :  money  would,  in 
the  market  phrase,  be  "well  held";  the  possessors 
would  be  under  no  necessity  to  employ  it  all, —they 
might  employ  part  at  a  high  rate  rather  than  all  at 
a  low  rate.  But  in  Lombard  Street,  money  is  very 
largely  held  by  those  who  do  pay  an  interest  for  it, 
and  such  persons  must  employ  it  all  or  almost  all ; 
for  they  have  much  to  pay  out  with  one  hand,  and 
unless  they  receive  much  with  the  other  they  will 
be  ruined.  Such  persons  do  not  so  much  care  what 
is  the  rate  of  interest  at  which  they  employ  their 
money, — they  can  reduce  the  interest  they  pay  in 
proportion  to  that  which  they  can  make  ;  the  vital 
point  to  them  is,  to  employ  it  at  some  rate.  If  you 
hold  (as  in  Lombard  Street  some  persons  do)  mill- 
ions, of  other  people's  money  at  interest,  arithmetic 
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teaches  that  you  will  soon  be  ruined  if  you  make 
nothing  of  it,  even  if  the  interest  you  pay  is  not 
high. 

The  fluctuations  in  the  value  of  money  are  there- 
fore greater  than  those  on  the  value  of  most  other 
commodities  :  at  times  there  is  an  excessive  pressure 
to  borrow  it,  and  at  times  an  excessive  pressure  to 
lend  it,  and  so  the  price  is  forced  up  and  down. 

These  considerations  enable  us  to  estimate  the 
responsibility  which  is  thrown  on  the  Bank  of  Eng- 
land by  our  system,  and  by  every  system  on  the 
bank  or  banks  who  by  it  keep  the  reserve  of  bullion 
or  of  legal  tender  exchangeable  for  bullion.  These 
banks  can  in  no  degree  control  the  permanent  value 
of  money,  but  they  can  completely  control  its 
momentary  value ;  they  cannot  change  the  average 
value,  but  they  can  determine  the  deviations  from 
the  average.  If  the  dominant  banks  manage  ill,  the 
rate  of  interest  will  at  one  time  be  excessively  high, 
and  at  another  time  excessively  low  ;  there  will  be 
first  a  pernicious  excitement,  and  next  a  fatal  col- 
lapse. But  if  they  manage  well,  the  rate  of  interest 
will  not  deviate  so  much  from  the  average  rate  ;  it 
will  neither  ascend  so  high  nor  descend  so  low.  As 
far  as  anything  can  be  steady,  the  value  of  money 
will  then  be  steady ;  and  probably  in  consequence 
trade  will  be  steady  too, — at  least  a  principal  cause 
of  periodical  disturbance  will  have  been  withdrawn 
from  it. 
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CHAPTER  VI. 

WHY  LOMBARD    STREET  IS    OFTEN  VERY    DULL    AND    SOME- 
TIMES   EXTREMELY    EXCITED. 

ANY  sudden  event  which  creates  a  great  demand  for 
actual  cash  may  cause,  and  will  tend  to  cause,  a 
panic  in  a  country  where  cash  is  much  economized, 
and  where  debts  payable  on  demand  are  large.  In 
such  a  country  an  immense  credit  rests  on  a  small 
cash  reserve  :  and  an  unexpected  and  large  diminu- 
tion of  that  reserve  may  easily  break  up  and  shatter 
very  much  if  not  the  whole  of  that  credit.  Such 
accidental  events  are  of  the  most  various  nature ;  a 
bad  harvest,  an  apprehension  of  foreign  invasion, 
the  sudden  failure  of  a  great  firm  which  everybody 
trusted,  and  many  other  similar  events,  have  all 
•caused  a  sudden  demand  for  cash  :  and  some  writers 
have  endeavored  to  classify  panics  according  to  the 
nature  of  the  particular  accidents  producing  them. 
But  little,  however,  is,  I  believe,  to  be  gained  by 
such  classifications  ;  there  is  little  difference  in  the 
effect  of  one  accident  and  another  upon  our  credit 
system  :  we  must  be  prepared  for  all  of  them,  and 
we  must  prepare  for  all  of  them  in  the  same  way,  - 
by  keeping  a  large  cash  reserve. 

But  it  is  of  great  importance  to  point  out  that  our 
industrial  organization  is  liable  not  only  to  irregular 
external  accidents,  but  likewise  to  regular  internal 
changes  5  that  these  changes  make  our  credit  system 
much  more  delicate  at  some  times  than  at  others  ; 
and  that  it  is  the  recurrence  of  these  periodical  sea- 
sons of  delicacy  which  has  given  rise  to  the  notion 

(82) 
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that  panics  come  according  to  a  fixed  rule,  —  that 
every  ten  years  or  so  we  must  have  one  of  them. 

Most  persons  who  begin  to  think  of  the  subject 
are  puzzled  on  the  threshold.  They  hear  much  of 
"good  times"  and  "bad  times,"  meaning  by  "good" 
times  in  which  nearly  every  one  is  very  well  off,  and 
by  "bad"  times  in  which  nearly  every  one  is  com- 
paratively ill  off.  And  at  first  it  is  natural  to  ask, 
Why  should  everybody,  or  almost  everybody,  be 
well  off  together  ?  Why  should  there  be  any  great 
tides  of  industry,  with  large  diffused  profit  by  way 
of  flow,  and  large  diffused  want  of  profit,  or  loss, 
by  way  of  ebb  ?  The  main  answer  is  hardly  given 
distinctly  in  our  common  books  of  political  economy ; 
these  books  do  not  tell  you  what  is  the  fund  out  of 
which  large  general  profits  are  paid  in  good  times, 
nor  do  they  explain  why  that  fund  is  not  available 
for  the  same  purpose  in  bad  times. 

Our  current  political  economy  does  not  sufficiently 
take  account  of  time  as  an  element  in  trade  opera- 
tions ;  but  as  soon  as  the  division  of  labor  has  once 
established  itself  in  a  community,  two  principles  at 
once  begin  to  be  important,  of  which  time  is  the  very 
essence.  These  are  — 

First.  That  as  goods  are  produced  to  be  ex- 
changed, it  is  good  that  they  should  be  exchanged 
as  quickly  as  possible. 

Secondly.  That  as  every  producer  is  mainly  occu- 
pied in  producing  what  others  want,  and  not  what 
he  wants  himself,  it  is  desirable  that  he  should 
always  be  able  to  find,  without  effort,  without  delay, 
and  without  uncertainty,  others  who  want  what  he 
can  produce. 

In  themselves  these  principles  are  self-evident : 
every  one  will  admit  it  to  be  expedient  that  all 
goods  wanting  to  be  sold  should  be  sold  as  soon  as 
they  are  ready ;  that  every  man  who  wants  to  work 
should  find  employment  as  soon  as  he  is  ready  for  it. 
Obviously  also,  as  soon  as  the  "division  of  labor" 
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is  really  established,  there  is  a  difficulty  about  both 
of  these  principles :  A  produces  what  he  thinks  B 
wants,  but  it  may  be  a  mistake,  and  B  may  not  want 
it ;  A  may  be  able  and  willing  to  produce  what  B 
wants,  but  he  may  not  be  able  to  find  B,  —  he  may 
not  know  of  his  existence. 

The  general  truth  of  these  principles  is  obvious ; 
but  what  is  not  obvious  is  the  extreme  greatness  of 
their  effects.  Taken  together,  they  make  the  whole 
difference  between  times  of  brisk  trade  and  great 
prosperity  and  times  of  stagnant  trade  and  great 
adversity,  so  far  as  that  prosperity  and  that  adversity 
are  real  and  not  illusory.  If  they  are  satisfied,  every 
one  knows  whom  to  work  for  and  w^hat  to  make, 
and  he  can  get  immediately  in  exchange  what  he 
wants  himself  ;  there  is  no  idle  labor  and  no  sluggish 
capital  in  the  whole  community :  and  in  consequence 
all  which  can  be  produced  is  produced,  the  effect- 
iveness of  human  industry  is  augmented,  and  both 
kinds  of  producers  —  both  capitalists  and  laborers  — 
are  much  richer  than  usual,  because  the  amount  to 
be  divided  between  them  is  also  much  greater  than 
usual. 

And  there  is  a  partnership  in  industries.  No  sin- 
gle large  industry  can  be  depressed  without  injury  to 
other  industries ;  still  less  can  any  great  group  of 
industries.  Each  industry  when  prosperous  buys  and 
consumes  the  produce  probably  of  most  (certainly 
of  very  many)  other  industries :  and  if  industry  A 
fail  and  is  in  difficulty,  industries  B  and  C  and  D, 
which  used  to  sell  to  it,  will  not  be  able  to  sell 
that  which  they  had  produced  in  reliance  on  A's 
demand  ;  and  in  future  they  will  stand  idle  till  indus- 
try A  recovers,  because  in  default  of  A  there  will 
be  no  one  to  buy  the  commodities  which  they  create. 
Then,  as  industry  B  buys  of  C,  D,  etc.,  the  adversity 
of  B  tells  on  C,  D,  etc.  ;  and  as  these  buy  of  E,  F, 
etc.,  the  effect  is  propagated  through  the  whole 
alphabet.  And  in  a  certain  sense  it  rebounds :  Z  feels 
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the  want  caused  by  the  diminished  custom  of  A,  B, 
and  C,  and  so  it  does  not  earn  so  much;  in  conse- 
quence it  cannot  lay  out  as  much  on  the  produce  of 
A,  B,  and  C,  and  so  these  do  not  earn  as  much  either. 
In  all  this,  money  is  but  an  instrument ;  the  same 
thing  would  happen  equally  well  in  a  trade  of  barter, 
if  a  state  of  barter  on  a  very  large  scale  were  not 
practically  impossible  on  account  of  the  time  and 
trouble  which  it  would  necessarily  require.  As  has 
been  explained,  the  fundamental  cause  is,  that  under 
a  system  in  which  every  one  is  dependent  on  the 
labor  of  every  one  else,  the  loss  of  one  spreads  and 
multiplies  through  all;  and  spreads  and  multiplies 
the  faster,  the  higher  the  previous  perfection  of  the 
system  of  divided  labor  and  the  more  nice  and  effect- 
ual the  mode  of  interchange.  And  the  entire  effect 
of  a  depression  in  any  single  large  trade  requires 
a  considerable  time  before  it  can  be  produced ;  it 
has  to  be  propagated  and  to  be  returned  through 
a  variety  of  industries,  before  it  is  complete.  Short 
depressions,  in  consequence,  have  scarcely  any  dis- 
cernible consequences;  they  are  over  before  we  think 
of  their  effects.  It  is  only  in  the  case  of  continuous 
and  considerable  depressions  that  the  cause  is  in  ac- 
tion long  enough  to  produce  discernible  effects. 

The  most  common  and  by  far  the  most  important 
case  where  the  depression  in  one  trade  causes  de- 
pression in  all  others,  is  that  of  depressed  agriculture. 
When  the  agriculture  of  the  world  is  ill  off,  food 
is  dear;  and  as  the  amount  of  absolute  necessaries 
which  a  people  consumes  cannot  be  much  diminished, 
the  additional  amount  which  has  to  be  spent  on  them 
is  so  much  subtracted  from  what  used  to  be  spent 
on  other  things.  All  the  industries,  A,  B,  C,  D,  up  to 
Z,  are  somewhat  affected  by  an  augmentation  in  the 
price  of  corn ;  and  the  most  affected  are  the  large 
ones,  which  produce  the  objects  in  ordinary  times 
most  consumed  by  the  working  classes.  The  clothing 
trades  feel  the  difference  at  once;  and  in  this  country 
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the  liquor  trade  (a  great  source  of  English  revenue) 
feels  it  almost  equally  soon.  Especially  when  for 
two  or  three  years  harvests  have  been  bad  and  corn 
has  long  been  dear,  every  industry  is  impoverished; 
and  almost  every  one,  by  becoming  poorer,  makes 
every  other  poorer  too.  All  trades  are  slack  from 
diminished  custom ;  and  the  consequence  is  a  vast  stag- 
nant capital,  much  idle  labor,  and  a  greatly  retarded 
production. 

It  takes  two  or  three  years  to  produce  this  full 
calamity,  and  the  recovery  from  it  takes  two  or 
three  years  also.  If  corn  should  long  be  cheap,  the 
laboring  classes  have  much  to  spend  on  what  they 
like  besides :  the  producers  of  those  things  become 
prosperous,  and  have  a  greater  purchasing  power; 
they  exercise  it,  and  that  creates  in  the  class  they 
deal  with  another  purchasing  power,  and  so  all 
through  society.  The  whole  machine  of  industry  is 
stimulated  to  its  maximum  of  energy,  just  as  before 
much  of  it  was  slackened  almost  to  its  minimum. 

A  great  calamity  to  any  great  industry  will  tend 
to  produce  the  same  effect ;  but  the  fortunes  of  the 
industries  on  which  the  wages  of  labor  are  expended 
are  much  more  important  than  those  of  all  others, 
because  they  act  much  more  quickly  upon  a  larger 
mass  of  purchasers.  On  principle,  if  there  were  a  per- 
fect division  of  labor,  every  industry  would  have  to 
be  perfectly  prosperous  in  order  that  any  one  might 
be  so.  So  far,  therefore,  from  its  being  at  all  nat- 
ural that  trade  should  develop  constantly,  steadily, 
and  equably,  it  is  plain,  without  going  farther,  from 
theory  as  well  as  from  experience,  that  there  are  in- 
evitably periods  of  rapid  dilatation,  and  as  inevitably 
periods  of  contraction  and  of  stagnation. 

Nor  is  this  the  only  changeable  element  in  modern 
industrial  societies  :  credit  —  the  disposition  of  one  man 
to  trust  another  —  is  singularly  varying.  In  England, 
after  a  great  calamity,  everybody  is  suspicious  of 
everybody ;  as  soon  as  that  calamity  is  forgotten, 
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everybody  again  confides  in  everybody.  On  the  Conti- 
nent there  has  been  a  stiff  controversy  as  to  whether 
credit  should  or  should  not  be  called  "capital";  in 
England  even  the  little  attention  once  paid  to  ab- 
stract economics  is  now  diverted,  and  no  one  cares 
in  the  least  for  refined  questions  of  this  kind.  The 
material  practical  point  is,  that  (in  M.  Chevalier's 
language)  credit  is  "additive,"  or  additional, — that 
is,  in  times  when  credit  is  good  productive  power 
is  more  efficient,  and  in  times  when  credit  is  bad 
productive  power  is  less  efficient.  And  the  state  of 
credit  is  thus  influential  because  of  the  two  principles 
which  have  just  been  explained  :  in  a'  good  state  of 
credit,  goods  lie  on  hand  a  much  less  time  than  when 
credit  is  bad ;  sales  are  quicker ;  intermediate  dealers 
borrow  easily  to  augment  their  trade,  and  so  more 
and  more  goods  are  more  quickly  and  more  easily 
transmitted  from  the  producer  to  the  consumer. 

These  two  variable  causes  are  causes  of  real  pros- 
perity :  they  augment  trade  and  production,  and  so 
are  plainly  beneficial,  —  except  where  by  mistake  the 
wrong  things  are  produced ;  or  where,  also  by  mis- 
take, misplaced  credit  is  given,  and  a  man  who  cannot 
produce  anything  which  is  wanted  gets  the  produce 
of  other  people's  labor  upon  a  false  idea  that  he 
will  produce  it.  But  there  is  another  variable  cause, 
which  produces  far  more  of  apparent  than  of  real 
prosperity,  and  of  which  the  effect  is  in  actual  life 
mostly  confused  with  those  of  the  others. 

In  our  common  speculations  we  do  not  enough 
remember  that  interest  on  money  is  a  refined  idea, 
and  not  a  universal  one  ;  so  far  indeed  is  it  from 
being  universal,  that  the  majority  of  saving  persons 
in  most  countries  would  reject  it.  Most  savings  in 
most  countries  are  held  in  hoarded  specie ;  in  Asia, 
in  Africa,  in  South  America,  largely  even  in  Europe, 
they  are  thus  held,  and  it  would  frighten  most  of  the 
owners  to  let  them  out  of  their  keeping.  An  English- 
man—  a  modern  Englishman  at  least  —  assumes  as  a 
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first  principle  that  he  ought  to  be  able  to  "put  his 
money  into  something  safe  that  will  yield  5  per 
cent.";  but  most  saving  persons  in  most  countries  are 
afraid  to  "put  their  money"  into  anything.  Nothing 
is  safe,  to  their  minds ;  indeed,  in  most  countries, 
owing  to  a  bad  government  and  a  backward  industry, 
no  investment,  or  hardly  any,  really  is  safe.  In  most 
countries  most  men  are  content  to  forego  interest : 
but  in  more  advanced  countries,  at  some  times  there 
are  more  savings  seeking  investment  than  there  are 
known  investments  for;  at  other  times  there  is  no 
such  superabundance.  Lord  Macaulay  has  graphically 
described  one*  of  the  periods  of  excess.  He  says  :  — 

"During  the  interval  between  the  Restoration  and  the  Revolu- 
tion the  riches  of  the  nation  had  been  rapidly  increasing.  Thou- 
sands of  busy  men  found  every  Christmas  that  after  the  expenses 
of  the  year's  housekeeping  had  been  defrayed  out  of  the  year's 
income,  a  surplus  remained ;  and  how  that  surplus  was  to  be 
employed  was  a  question  of  some  difficulty.  In  our  time,  to  invest 
such  a  surplus,  at  something  more  than  three  per  cent.,  on  the 
best  security  that  has  ever  been  known  in  'the  world,  is  the  work 
of  a  few  minutes ;  but  in  the  seventeenth  century,  a  lawyer,  a 
physician,  a  retired  merchant,  who  had  saved  some  thousands  and 
who  wished  to  place  them  safely  and  profitably,  was  often  greatly 
embarrassed.  Three  generations  earlier,  a  man  who  had  accumu- 
lated wealth  in  a  profession  generally  purchased  real  property,  or 
lent  his  savings  on  mortgage.  But  the  number  of  acres  in  the 
kingdom  had  remained  the  same ;  and  the  value  of  those  acres, 
though  it  had  greatly  increased,  had  by  no  means  increased  so  fast 
as  the  quantity  of  capital  which  was  seeking  for  employment. 
Many  too  wished  to  put  their  money  where  they  could  find  it  at 
an  hour's  notice,  and  looked  about  for  some  species  of  property 
which  could  be  more  readily  transferred  than  a  house  or  a  field. 
A  capitalist  might  lend  on  bottomry  or  on  personal  security ;  but 
if  he  did  so,  he  ran  a  great  risk  of  losing  interest  and  principal. 
There  were  a  few  joint-stock  companies,  among  which  the  East 
India  Company  held  the  foremost  place ;  but  the  demand  for  the 
stock  of  such  companies  was  far  greater  than  the  supply.  Indeed, 
the  cry  for  a  new  East  India  Company  was  chiefly  raised  by  per- 
sons who  had  found  difficulty  in  placing  their  savings  at  interest 
on  good  security.  So  great  was  that  difficulty  that  the  practice  of 
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hoarding  was  common.  We  are  told  that  the  father  of  Pope  the 
poet,  who  retired  from  business  in  the  City  about  the  time  of  the 
Revolution,  carried  to  a  retreat  in  the  country  a  strong  box  con- 
taining near  twenty  thousand  pounds,  and  took  out  from  time  to 
time  what  was  required  for  household  expenses  ;  *  and  it  is  highly 
probable  that  this  was  not  a  solitary  case.  At  present  the  quan- 
tity of  coin  which  is  hoarded  by  private  persons  is  so  small  that 
it  would,  if  brought  forth,  make  no  perceptible  addition  to  the  cir- 
culation ;  but  in  the  earlier  part  of  the  reign  of  William  III. ,  all 
the  greatest  writers  on  currency  were  of  opinion  that  a  very  con- 
siderable mass  of  gold  and  silver  was  hidden  in  secret  drawers 
and  behind  wainscots. 

"  The  natural  effect  of  this  state  of  things  was,  that  a  crowd 
of  projectors,  ingenious  and  absurd,  honest  and  knavish,  employed 
themselves  in  devising  new  schemes  for  the  employment  of  re- 
dundant capital.  It  was  about  the  year  1688  that  the  word  'stock- 
jobber' was  first  heard  in  London.  In  the  short  space  of  four 
years  a  crowd  of  companies,  every  one  of  which  confidently  held 
out  to  subscribers  the  hope  of  immense  gains,  sprang  into  exist- 
ence :  the  Insurance  Company,  the  Paper  Company,  the  Lutestring 
Company,  the  Pearl  Fishery  Company,  the  Glass  Bottle  Company, 
the  Alum  Company,  the  Blythe  Coal  Company,  the  Swordblade 
Company.  There  was  a  Tapestry  Company,  which  would  soon  fur' 
nish  pretty  hangings  for  all  the  parlors  of  the  middle  class  and 
for  all  the  bedchambers  of  the  higher.  There  was  a  Copper  Com 
pany,  which  proposed  to  explore  the  mines  of  England,  and  held 
out  a  hope  that  they  would  prove  not  less  valuable  than  those  of 
Potosi.  There  was  a  Diving  Company,  which  undertook  to  bring 
up  precious  effects  from  shipwrecked  vessels,  and  which  announced 
that  it  had  laid  in  a  stock  of  wonderful  machines  resembling  com- 
plete suits  of  armor.  In  front  of  the  helmet  was  a  huge  glass  eye 
like  that  of  a  Cyclops ;  and  out  of  the  crest  went  a  pipe  through 
which  the  air  was  to  be  admitted.  The  whole  process  was  exhibited 
on  the  Thames.  Fine  gentlemen  and  fine  ladies  were  invited  to 
the  show,  were  hospitably  regaled,  and  were  delighted  by  seeing 
the  divers  in  their  panoply  descend  into  the  river  and  return  laden 
with  old  iron  and  ship's  tackle.  There  was  a  Greenland  Fishing 
Company,  which  could  not  fail  to  drive  the  Dutch  whalers  and 
herring  busses  out  of  the  Northern  Ocean.  There  was  a  Tanning 
Company,  which  promised  to  furnish  leather  superior  to  the  best 
that  was  brought  from  Turkey  or  Russia.  There  was  a  society 
which  undertook  the  office  of  giving  gentlemen  a  liberal  education 
on  low  terms,  and  which  assumed  the  sounding  name  of  the  Royal 


*  Not  a  fact.    See  note  to  Vol.  ii.,  page  87. 
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Academies  Company.  In  a  pompous  advertisement  it  was  an- 
nounced that  the  directors  of  the  Royal  Academies  Company  had 
engaged  the  best  masters  in  every  branch  of  knowledge,  and  were 
about  to  issue  twenty  thousand  tickets  at  twenty  shillings  each. 
There  was  to  be  a  lottery,  —  two  thousand  prizes  were  to  be  drawn ; 
and  the  fortunate  holders  of  the  prizes  were  to  be  taught,  at  the 
charge  of  the  Company,  Latin,  Greek,  Hebrew,  French,  Spanish, 
conic  sections,  trigonometry,  heraldry,  japaning,  fortification,  book- 
keeping, and  the  art  of  playing  the  theorbo."* 

The  panic  was  forgotten  till  Lord  Macaulay  re- 
vived the  memory  of  it.  But  in  fact,  in  the  South 
Sea  Bubble,  which  has  always  been  remembered,  the 
form  was  the  same,  only  a  little  more  extravagant ; 
the  companies  in  that  mania  were  for  objects  such  as 
these  :  — 

'"Wrecks  to  be  fished  for  on  the  Irish  Coast  —  Insurance  of 
Horses,  and  other  Cattle  (two  millions) — Insurance  of  Losses  by 
Servants — To  make  Salt  Water  Fresh — For  building  of  Hospitals 
for  Bastard  Children  —  For  building  of  Ships  against  Pirates  — For 
making  of  Oil  from  Sun-flower  Seeds  —  For  improving  of  Malt 
Liquors  —  For  recovering  of  Seamen's  Wages  —  For  extracting  of 
Silver  from  Lead — For  the  transmuting  of  Quicksilver  into  a  mal- 
leable and  fine  Metal — For  making  of  Iron  with  Pit-coal  —  For 
importing  a  Number  of  large  Jack  Asses  from  Spain  — For  trading 
in  Human  Hair — For  fatting  of  Hogs  —  For  a  Wheel  for  a  Per- 
petual Motion.'  But  the  most  strange  of  all,  perhaps,  was  'For  an 
Undertaking  which  shall  in  due  time  be  revealed.'  Each  subscriber 
was  to  pay  down  two  guineas,  and  hereafter  to  receive  a  share  of 
one  hundred,  with  a  disclosure  of  the  object;  and  so  tempting  ^\as 
the  offer,  that  1,000  of  these  subscriptions  were  paid  the  same 
morning,  with  which  the  projector  went  off  in  the  afternoon,  "f 

In  1825  there  were  speculations  in  companies  nearly 
as  wild  ;  and  just  before  1866  there  were  some  of  a 
like  nature,  though  not  equally  extravagant.  The 
fact  is,  that  the  owners  of  savings,  not  finding  in 
adequate  quantities  their  usual  kind  of  investments, 
rush  into  anything  that  promises  speciously ;  and 
when  they  find  that  these  specious  investments  can 
be  disposed  of  at  a  high  profit,  they  rush  into  them 

*" History  of  England,"  Chap.  xix. 
fMahon's  "History  of  England,"  Chap.  xi. 
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more  and  more.  The  first  taste  is  for  high  interest, 
but  that  taste  soon  becomes  secondary ;  there  is  a 
second  appetite  for  large  gains  to  be  made  by  selling 
the  principal  which  is  to  yield  the  interest.  So  long 
as  such  sales  can  be  effected,  the  mania  continues ; 
when  it  ceases  to  be  possible  to  effect  them,  ruin 
begins. 

So  long  as  the  savings  remain  in  possession  of 
their  owners,  these  hazardous  gamblings  in  speculat- 
ive undertakings  are  almost  the  whole  effect  of  an 
excess  of  accumulation  over  tested  investment ;  little 
effect  is  produced  on  the  general  trade  of  the  coun- 
try,—  the  owners  of  the  savings  are  too  scattered 
and  far  from  the  market  to  change  the  majority 
of  mercantile  transactions.  But  when  these  savings 
come  to  be  lodged  in 'the  hands  of  bankers,  a  much 
wider  result  is  produced.  Bankers  are  close  to  mer- 
cantile life ;  they  are  always  ready  to  lend  on  good 
mercantile  securities,  they  wish  to  lend  on  such 
securities  a  large  part  of  the  money  intrusted  to 
them.  When  therefore  the  money  so  intrusted  is 
unusually  large,  and  when  it  long  continues  so,  the 
general  trade  of  the  country  is  in  the  course  of  time 
changed.  Bankers  are  daily  more  and  more  ready 
to  lend  money  to  mercantile  men  ;  more  is  lent  to 
such  men  ;  more  bargains  are  made  in  consequence ; 
commodities  are  more  sought  after :  and  in  conse- 
quence, prices  rise  more  and  more. 

The  rise  of  prices  is  quickest  in  an  improving  state 
of  credit.  Prices  in  general  are  mostly  determined 
by  wholesale  transactions :  the  retail  dealer  adds  a 
percentage  to  the  wholesale  prices,  —  not  of  course 
always  the  same  percentage,  but  still  mostly  the 
same  ;  given  the  wholesale  price  of  most  articles,  you 
can  commonly  tell  their  retail  price.  Now,  wholesale 
transactions  are  commonly  not  cash  transactions,  but 
bill  transactions.  The  duration  of  the  bill  varies  with 
the  custom  of  the  trade ;  it  may  be  two,  three  months, 
or  six  weeks,  but  there  is  always  a  bill.  Times  of 
credit  mean  times  in  which  the  bills  of  many  people 
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are  taken  readily ;  times  of  bad  credit,  times  when 
the  bills  of  much  fewer  people  are  taken,  and  even 
of  those  suspiciously.  In  times  of  good  credit  there 
are  a  great  number  of  strong  purchasers,  and  in 
times  of  bad  credit  only  a  smaller  number  of  weak 
ones ;  and  therefore  years  of  improving  credit,  if  there 
be  no  disturbing  cause,  are  years  of  rising  price,  and 
years  of  decaying  credit,  years  of  falling  price. 

This  is  the  meaning  of  the  saying,  "John  Bull 
can  stand  many  things,  but  he  cannot  stand  two  per 
cent."  :  it  means  that  the  greatest  effect  of  the  three 
great  causes  is  nearly  peculiar  to  England.  Here 
and  here  almost  alone  the  excess  of  savings  over  in- 
vestments is  deposited  in  banks ;  here  and  here  only 
is  it  made  use  of  so  as  to  affect  trade  at  large  ;  here 
and  here  only  are  prices  gravely  affected.  In  these 
circumstances  a  low  rate  of  interest,  long  protracted, 
is  equivalent  to  a  total  depreciation  of  the  precious 
metals.  In  his  book  on  the  effect  of  the  great  gold 
discoveries,  Professor  Jevons  showed  —  and  so  far  as 
I  know,  was  the  first  to  show  —  the  necessity  of 
eliminating  these  temporary  changes  of  value  in  gold 
before  you  could  judge  properly  of  the  permanent 
depreciation.  He  proved  that  in  the  years  preceding 
both  1847  and  1857  there  was  a  general  rise  of  prices, 
and  in  the  years  succeeding  these  years  a  great  fall. 
The  same  might  be  shown  of  the  years  before  and 
after  1866,  mutatis  mutandis. 

And  at  the  present  moment  we  have  a  still  more 
remarkable  example,  which  was  thus  analyzed  in  the 
Economist  of  the  30th  December,  1871,  in  an  article 
which  I  venture  to  quote  as  a  whole:  — 

THE    GREAT    RISE    IN    THE    PRICE    OF    COMMODITIES. 

Most  persons  are  aware  that  the  trade  of  the  country  is  in  a 
state  of  great  activity.  All  the  usual  tests  indicate  that :  the  state 
of  the  revenue,  the  bankers'  clearing-house  figures,  the  returns  of 
exports  and  imports,  are  all  plain,  and  all  speak  the  same  language. 
But  few  have,  we  think,  considered  one  most  remarkable  feature 
of  the  present  time,  or  have  sufficiently  examined  its  consequences ; 
that  feature  is  the  great  rise  in  the  price  of  most  of  the  leading 
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articles  of  trade  during  the  past  year.  We  give  at  the  foot  of 
this  paper  a  list  of  articles  comprising  most  first-rate  articles  of 
commerce :  and  it  will  be  seen  that  the  rise  of  price,  though  not 
universal  and  not  uniform,  is  nevertheless  very  striking  and  very 
general.  The  most  remarkable  cases  are  — 

January.  December. 

£    s.    d.  £    s.  d. 

Wool  — South  Down  hogs,  per  pack,          13    0    0  21  15    0 

Cotton  —  Upland  ordinary,  per  lb.,              0    0     7£  0     0    8| 

No.  40  mule  yarn,  etc.,         "                   0    1     1£  0    1     2£ 

Iron  —  Bars,  British,  .     .     per  ton,              726  8  17     6 

Pig,  No.  1  Clyde,     .     .          "                   2  13    3  3  16    0 

Lead, "                  18     7    6  19     2     6 

Tin, "                137     0     0  157     0     0 

Copper  —  Sheeting,      .     .          "                  75  10    0  95     0     0 

Wheat  (Gazette  average),  per  qr.,                 2  12    0  2  15    8 

and  in  other  cases  there  is  a  tendency  upwards  in  price  much 
more  often  than  there  is  a  tendency  downwards. 

This  general  rise  of  price  must  be  due  either  to  a  diminution 
in  the  supply  of  the  quoted  articles,  or  to  an  increased  demand  for 
them.  In  some  cases  there  has  no  doubt  been  a  short  supply; 
thus  in  wool,  the  diminution  in  the  home  breed  of  sheep  has  had 
a  great  effect  on  the  price :  — 

In  1869  the  home  stock  of  sheep  was    .     .     .      29,538,000 
In  1871  "  "  ...      27,133,000 

Diminution, 2,405,000 

Equal  to  8.1  per  cent. 

and  in  the  case  of  some  other  articles  there  may  be  a  similar  cause 
operating.  But  taking  the  whole  mass  of  the  supply  of  commodi- 
ties in  this  country,  as  shown  by  the  plain  test  of  the  quantities 
imported,  it  has  not  diminished,  but  augmented.  The  returns  of 
the  Board  of  Trade  prove  this  in  the  most  striking  manner,  and 
we  give  below  a  table  of  some  of  the  important  articles.  The  rise 
in  prices  must  therefore  be  due  to  an  increased  demand ;  and  the 
first  question  is,  To  what  is  that  demand  due? 

We  believe  it  to  be  due  to  the  combined  operation  of  three 
causes:  cheap  money,  cheap  corn,  and  improved  credit.  As  to 
the  first,  indeed,  it  might  be  said  at  first  sight  that  so  general 
an  increase  must  be  due  to  a  depreciation  of  the  precious  metals ; 
certainly,  in  many  controversies,  facts  far  less  striking  have  been 
alleged  as  proving  it :  and  indeed  there  plainly  is  a  diminution  in 
the  purchasing  power  of  money,  though  that  diminution  is  not 


general  and  permanent,  but  local  and  temporary.  The  peculiarity 
of  the  precious  metals  is,  that  their  value  depends  for  unusually 
long  periods  on  the  quantity  of  them  which  is  in  the  market.  In 
the  long  run,  their  value,  like  that  of  all  others,  is  determined 
by  the  cost  at  which  they  can  be  brought  to  market ;  but  for  all 
temporary  purposes,  it  is  the  supply  in  the  market  which  governs 
the  price,  and  that  supply  in  this  country  is  exceedingly  vari- 
able. After  a  commercial  crisis — 1866,  for  example  —  two  things 
happen  :  —  First,  we  call  in  the  debts  which  are  owing  to  us  in 
foreign  countries ;  and  we  require  these  debts  to  be  paid  to  us,  not 
in  commodities,  but  in  money.  From  this  cause  principally,  and 
omitting  minor  causes,  the  bullion  in  the  Bank  of  England,  which 
was  £13,156,000  in  May,  1866,  rose  to  £19,413,000  in  January, 
18*67,  being  an  increase  of  over  £6,000,000.  And  then  there  comes 
also  a  second  cause,  tending  in  the  same  direction.  During  a 
depressed  period  the  savings  of  the  country  increase  considerably 
faster  than  the  outlet  for  them ;  a  person  who  has  made  savings 
does  not  know  what  to  do  with  them :  and  this  new  unemployed 
saving  means  additional  money.  Till  a  saving  is  invested  or  em- 
ployed, it  exists  only  in  the  form  of  money :  a  farmer  who  has 
sold  his  wheat  and  has  £100  "to  the  good,"  holds  that  £100  in 
money,  or  some  equivalent  for  money,  till  he  sees  some  advan- 
tageous use  to  be  made  of  it.  Probably  he  places  it  in  a  bank, 
and  this  enables  it  to  do  more  work:  if  £3,000,000  of  coin  be 
deposited  in  a  bank,  and  it  need  only  keep  £1,000,000  as  a  reserve, 
that  sets  £2,000,000  free,  and  is  for  the  time  equivalent  to  an 
increase  of  so  much  coin.  As  a  principle,  it  may  be  laid  down  that 
all  new  unemployed  savings  require  either  an  increased  stock  of 
the  precious  metals,  or  an  increase  in  the  efficiency  of  the  banking 
expedients  by  which  these  metals  are  economized;  in  other  words, 
in  a  saving  and  uninvesting  period  of  the  national  industry,  we 
accumulate  gold  and  augment  the  efficiency  of  our  gold :  if  there- 
fore such  a  saving  period  follows  close  upon  an  occasion  when 
foreign  credits  have  been  diminished  and  foreign  debts  called  in, 
the  augmentation  in  the  effective  quantity  of  gold  in  the  country 
is  extremely  great.  The  old  money  called  in  from  abroad  and  the 
new  money  representing  the  new  saving  co-operate  with  one  another  ; 
and  their  natural  tendency  is,  to  cause  a  general  rise  in  price,  and 
what  is  the  same  thing,  a  diffused  diminution  in  the  purchasing 
power  of  money. 

Up  to  this  point  there  is  nothing  special  in  the  recent  history 
of  the  money  market :  similar  events  happened  both  after  the  panic 
of  1847  and  after  that  of  1857.  But  there  is  another  cause  of  the 
same  kind,  and  acting  in  the  same  direction,  which  is  peculiar  to 
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the  present  time ;  this  cause  is  the  amount  of  the  foreign  money, 
and  especially  of  the  money  of  foreign  governments,  now  in  Lon- 
don. No  government  probably  ever  had  nearly  as  much  at  its 
command  as  the  German  government  now  has.  Speaking  broadly, 
two  things  happened  :  during  the  war,  England  was  the  best  place 
of  shelter  for  foreign  money,  and  this  made  money  more  cheap 
here  than  it  would  otherwise  have  been  ;  after  the  war,  England 
became  the  most  convenient  paying  place  and  the  most  convenient 
resting  place  for  money,  and  this  again  has  made  money  cheaper. 
The  commercial  causes,  for  which  there  are  many  precedents,  have 
been  aided  by  a  political  cause  for  the  efficacy  of  which  there  is 
no  precedent. 

But  though  plentiful  money  is  necessary  to  high  prices,  and 
though  it  has  a  natural  tendency  to  produce  these  prices,  yet  it  is 
not  of  itself  sufficient  to  produce  them.  In  the  cases  we  are  deal- 
ing with,  in  order  to  lower  prices,  there  must  not  only  be  addi- 
tional money  but  a  satisfactory  mode  of  employing  that  additional 
money.  This  is  obvious  if  we  remember  whence  that  augmented 
money  is  derived  :  it  is  derived  from  the  savings  of  the  people, 
and  will  only  be  invested  in  the  manner  which  the  holders  for  the 
time  being  consider  suitable  to  such  savings.  It  will  not  be  used 
in  mere  expenditure, — it  would  be  contrary  to  the  very  nature  of 
it  so  to  use  it.  A  new  channel  of  demand  is  required  to  take  off 
the  new  money,  or  that  new  money  will  not  raise  prices :  it  will 
lie  idle  in  the  banks,  as  we  have  often  seen  it ;  we  should  still  see 
the  frequent,  the  common  phenomenon  of  dull  trade  and  cheap 
money  existing  side  by  side. 

The  demand  in  this  case  arose  in  the  most  effective  of  all  ways. 
In  1867  and  the  first  half  of  1868  corn  was  dear,  as  the  following 
figures  show  :  — 


GAZETTE'  AVERAGE  PRICE  OF  WHEAT. 


December,   1865,  . 

January,      1867,   . 

February,       ' ' 

March,  "      . 

April, 

May, 

June, 

July, 

August, 

September, 


s.  d. 

60  3 

61  4 

60  10 
59     9 

61  6 

64  8 

65  4 
65     0 
67     8 

62  8 


October,  1867, 
November,  ' ' 
December,  ' ' 
January,  1868, 
February,  " 
March,  " 

April,  " 

May, 
June, 
July, 


s.  d. 

.  66  6 

.  69  5 

.  67  4 

.  70  3 

.  73  0 

.  73  0 

.  73  3 

.  73  9 

.  67  11 

.  65  5 


96  THE   TRAVELERS  INS.  CO.'S  BAGEHOT. 

From  that  time  it  fell,  and  it  was  very  cheap  during  the  whole  of 
1869  and  1870.  The  effect  of  this  cheapness  is  great  in  every 
department  of  industry.  The  working  classes,  having  cheaper  food, 
need  to  spend  so  much  less  on  that  food,  and  have  more  to  spend 
on  other  things  :  in  consequence,  there  is  a  gentle  augmentation  of 
demand  through  almost  all  departments  of  trade ;  and  this  almost 
always  causes  a  great  augmentation  in  what  may  be  called  the 
u  instrumental "  trades, — that  is,  in  the  trades  which  deal  in  ma- 
chines and  instruments  used  in  many  branches  of  commerce,  and  in 
the  materials  for  such.  Take  for  instance  the  iron  trade :  — 

Tons.  Tons. 

In  the  year  1869  we  exported    .     .     2,568,000 
"  1870  "  .     .     2,716,000 

5,284,000 

"  1867  "  .     .     1,882,000 

"  1868  "  .     .     1,944,000 

3,826,000 


Increase, 1,458,000 

That  is  to  say,  cheap  corn,  operating  throughout  the  world, 
created  a  new  demand  for  many  kinds  of  articles ;  the  production 
of  a  large  number  of  such  articles  being  aided  by  iron  in  some 
one  of  its  many  forms,  iron  to  that  extent  was  exported.  And  the 
effect  is  cumulative  :  the  manufacture  of  iron  being  stimulated,  all 
persons  concerned  in  that  great  manufacture  are  well  off,  have 
more  to  spend,  and  by  spending  it  encourage  other  branches  of 
manufacture,  which  again  propagate  the  demand  ;  they  receive  and 
so  encourage  industries  in  a  third  degree  dependent  and  removed. 

It  is  quite  true  that  corn  has  not  been  quite  so  cheap  during 
the  present  year;  but  even  if  it  had  been  dearer  than  it  is,  it 
would  not  all  at  once  arrest  the  great  trade  which  former  cheap- 
ness had  created.  The  "ball,"  if  we  may  so  say,  "was  set  rolling" 
in  1869  and  1870,  and  a  great  increase  of  demand  was  then  created 
in  certain  trades  and  propagated  through  all  trades.  A  continuance 
of  very  high  prices  would  produce  the  reverse  effect :  it  would 
slacken  demand  in  certain  trades,  and  the  effect  would  be  gradually 
diffused  through  all  trades ;  but  a  slight  rise  such  as  that  of  this 
year  has  no  perceptible  effect. 

When  the  stimulus  of  cheap  corn  is  added  to  that  of  cheap 
money,  the  full  conditions  of  a  great  and  diffused  ris'e  of  prices 
are  satisfied.  This  new  employment  supplies  a  mode  in  which 
money  can  be  invested.  Bills  are  drawn  of  greater  number  and 
greater  magnitude,  and  through  the  agencies  of  banks  and  discount 


LOMBARD   STREET.  —  CAUSES   OF  FLUCTUATIONS.        97 

houses  the  savings  of  the  country  are  invested  in  such  bills ;  there 
is  thus  a  new  want,  and  a  new  purchase  money  to  supply  that 
want,  and  the  consequence  is  the  diffused  and  remarkable  rise  of 
price  which  the  figures  show  to  have  occurred. 

The  rise  has  also  been  aided  by  the  revival  of  credit ;  this,  as 
need  not  be  at  length  explained,  is  a  great  aid  to  buying,  and 
consequently  a  great  aid  to  a  rise  of  price.  Since  1866,  credit  has 
been  gradually  though  very  slowly  recovering,  and  it  is  probably 
as  good  as  it  is  reasonable  or  proper  that  it  should  be  :  we  are 
now  trusting  as  many  people  as  we  ought  to  trust,  and  as  yet 
there  is  no  wild  excess  of  misplaced  confidence  which  would  make 
us  trust  those  whom  we  ought  not  to  trust. 

The  process  thus  explained  is  the  common  process. 
The  surplus  of  loanable  capital  which  lies  in  the 
hands  of  bankers  is  not  employed  by  them  in  any 
original  way ;  it  is  almost  always  lent  to  a  trade 
already  growing  and  already  improving.  The  use  of 
it  develops  that  trade  yet  farther,  and  this  again 
augments  and  stimulates  other  trades.  Capital  may 
long  lie  idle  in  a  stagnant  condition  of  industry : 
the  mercantile  securities  which  experienced  bankers 
know  to  be  good  do  not  augment,  and  they  will  not 
invent  other  securities  or  take  bad  ones. 

In  most  great  periods  of  expanding  industry, 
the  three  great  causes  —  much  loanable  capital,  good 
credit,  and  the  increased  profits  derived  from  better 
used  labor  and  better  used  capital  —  have  acted 
simultaneously;  and  though  either  may  act  by  itself, 
there  is  a  permanent  reason  why  mostly  they  will 
act  together, — they  both  tend  to  grow  together,  if 
you  begin  from  a  period  of  depression.  In  such 
periods,  credit  is  bad  and  industry  unemployed ; 
very  generally  provisions  are  high  in  price,  and  their 
dearness  was  one  of  the  causes  which  made  the 
times  bad.  Whether  there  was  or  was  not  too  much 
loanable  capital  when  that  period  begins,  there  soon 
comes  to  be  too  much.  Quiet  people  continue  to 
save  part  of  their  incomes  in  bad  times  as  well  as  in 
good ;  indeed,  of  the  two,  people  of  slightly  varying 

VOL.  V.-7 
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and  fixed  incomes  have  better  means  of  saving  in 
bad  times,  because  prices  are  lower.  Quiescent  trade 
affords  no  new  securities  in  which  the  new  saving 
can  be  invested,  and  therefore  there  comes  soon  to  be 
an  excess  of  loanable  capital.  In  a  year  or  two  after 
a  crisis,  credit  usually  improves,  as  the  remembrance 
of  the  disasters  which  at  the  crisis  impaired  credit 
is  becoming  fainter  and  fainter ;  provisions  get  back 
to  their  usual  price,  or  some  great  industry  makes, 
from  some  temporary  cause,  a  quick  step  forward : 
at  these  moments,  therefore,  the  three  agencies  which, 
as  has  been  explained,  greatly  develop  trade,  combine 
to  develop  it  simultaneously. 

The  certain  result  is  a  bound  of  national  pros- 
perity ;  the  country  leaps  forward  as  if  by  magic : 
but  only  part  of  that  prosperity  has  a  solid  reason. 
As  far  as  prosperity  is  based  on  a  greater  quantity 
of  production,  and  that  of  the  right  articles,  as  far  as 
it  is  based  on  the  increased  rapidity  with  which  com- 
modities of  every  kind  reach  those  who  want  them, 
its  basis  is  good  ;  human  industry  is  more  efficient, 
and  therefore  there  is  more  to  be  divided  among 
mankind  :  but  in  so  far  as  that  prosperity  is  based 
on  a  general  rise  of  prices,  it  is  only  imaginary.  A 
general  rise  of  prices  is  a  rise  only  in  name  :  what- 
ever any  one  gains  on  the  article  which  he  has  to 
sell  he  loses  on  the  articles  which  he  has  to  buy, 
and  so  he  is  just  where  he  was.  The  only  real  effects 
of  a  general  rise  of  prices  are  these :  —  First,  it 
straitens  people  of  fixed  incomes,  who  suffer  as  pur- 
chasers, but  who  have  no  gain  to  correspond.  And 
secondly,  it  gives  an  extra  profit  to  fixed  capital 
created  before  the  rise  happened ;  here  the  sellers 
gain,  but  without  any  equivalent  loss  as  buyers. 
Thirdly,  this  gain  on  fixed  capital  is  greatest  in 
what  may  be  called  the  industrial  "  implements/'  such 
as  coal  and  iron  :  these  are  wanted  in  all  industries, 
and  in  any  general  increase  of  prices  they  are  sure 
to  rise  much  more  than  other  things;  everybody 


LOMBARD    STREET.  —  CAUSES   OF   FLUCTUATIONS.         99 

wants  them,  the  supply  of  them  cannot  be  rapidly 
augmented,  and  therefore  their  price  rises  very 
quickly.  But  to  the  country  as  a  whole,  the  general 
rise  of  prices  is  no  benefit  at  all ;  it  is  simply  a 
change  of  nomenclature  for  an  identical  relative  value 
in  the  same  commodities.  Nevertheless,  most  people 
are  happier  for  it,  —  they  think  they  are  getting 
richer,  though  they  are  not ;  and  as  the  rise  does 
not  happen  on  all  articles  at  the  same  moment,  but 
is  propagated  gradually  through  society,  those  to 
whom  it  first  comes  gain  really;  and  as  at  first  every 
one  believes  that  he  will  gain  when  his  own  article 
is  rising,  a  buoyant  cheerfulness  overflows  the  mer- 
cantile world. 

This  prosperity  is  precarious  as  far  as  it  is  real, 
and  transitory  in  so  far  as  it  is  fictitious.  The  aug- 
mented production,  which  is  the  reason  of  the  real 
prosperity,  depends  on  the  full  working  of  the  whole 
industrial  organization,  — of  all  capitalists  and  labor- 
ers ;  that  prosperity  was  caused  by  that  full  work- 
ing, and  will  cease  with  it :  but  that  full  working 
is  liable  to  be  destroyed  by  the  occurrence  of  any 
great  misfortune  to  any  considerable  industry, — this 
would  cause  misfortune  to  the  industries  dependent 
on  that  one,  and,  as  has  been  explained,  all  through 
society  and  back  again.  But  every  such  industry  is 
liable  to  grave  fluctuations,  and  the  most  important  — 
the  provision  industries  —  to  the  gravest  and  the 
suddenest :  they  are  dependent  on  the  casualties  of 
the  seasons.  A  single  bad  harvest  diffused  over  the 
world,  a  succession  of  two  or  three  bad  harvests 
even  in  England  only,  will  raise  the  price  of  corn 
exceedingly  and  will  keep  it  high  ;  and  a  great  and 
protracted  rise  in  the  price  of  corn  will  at  once  de- 
stroy all  the  real  part  of  the  unusual  prosperity  of 
previous  good  times.  It  will  change  the  full  working 
of  the  industrial  machine  into  an  imperfect  working ; 
it  will  make  the  produce  of  that  machine  less  than 
usual  instead  of  more  than  usual ;  instead  of  there 
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being  more  than  the  average  of  general  dividend  to 
be  distributed  between  the  producers,  there  will  imme- 
diately be  less  than  the  average. 

And  in  so  far  as  the  apparent  prosperity  is  caused 
by  an  unusual  plentifulness  of  loanable  capital  and  a 
consequent  rise  in  prices,  that  prosperity  is  not  only 
liable  to  reaction  but  certain  to  be  exposed  to  reac- 
tion :  the  same  causes  which  generate  this  prosperity 
will,  after  they  have  been  acting  a  little  longer,  gen- 
erate an  equivalent  adversity.  The  process  is  this :  — 
The  plentifulness  of  loanable  capital  causes  a  rise 
of  prices  ;  that  rise  of  prices  makes  it  necessary  to 
have  more  loanable  capital  to  carry  on  the  same 
trade.  £100,000  •  will  not  buy  as  much  when  prices 
are  high  as  it  will  when  prices  are  low,  —  it  will  not 
be  so  effectual  for  carrying  on  business  :  more  money 
is  necessary  in  dear  times  than  in  cheap  times  to 
produce  the  same  changes  in  the  same  commodities. 
Even  supposing  trade  to  have  remained  stationary, 
a  greater  capital  would  be  required  to  carry  it  on 
after  such  a  rise  of  prices  as  has  been  described  than 
was  necessary  before  that  rise  :  but  in  this  case  the 
trade  will  not  have  remained  stationary, —  it  will  have 
increased,  certainly  to  some  extent,  probably  to  a 
great  extent ;  the  "  loanable  capital,"  the  lending  of 
which  caused  the  rise  of  prices,  was  lent  to  enable 
it  to  augment.  The  loanable  capital  lay  idle  in  the 
banks  till  some  trade  started  into  prosperity,  and  then 
was  lent  in  order  to  develop  that  trade ;  that  trade 
caused  other  secondary  developments ;  those  second- 
ary developments  enabled  more  loanable  capital  to  be 
lent,  and  that  lending  caused  a  tertiary  development 
of  trade  :  and  so  on  through  society. 

In  consequence,  a  long-continued  low  rate  of  in- 
terest is  almost  always  followed  by  a  rapid  rise  in 
that  rate.  Till  the  available  trade  is  found  it  lies 
idle,  and  can  scarcely  be  lent  at  all  ;  some  of  it  is 
not  lent  :  but  the  moment  the  available  trade  is  dis- 
covered, —  the  moment  that  prices  have  risen,  —  the 
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demand  for  loanable  capital  becomes  keen.  For  the 
most  part,  men  of  business  must  carry  on  their 
regular  trade  ;  if  it  cannot  be  carried  on  without  bor- 
rowing 10  per  cent,  more  capital,  10  per  cent,  more 
capital  they  must  borrow.  Very  often  they  have 
incurred  obligations  which  must  be  met ;  and  if  that 
is  so,  the  rate  of  interest  which  they  pay  is  com- 
paratively indifferent.  What  is  necessary  to  meet 
their  acceptances  they  will  borrow,  pay  for  it  what 
they  may ;  they  had  better  pay  any  price  than  per- 
mit those  acceptances  to  be  dishonored.  And  in  less 
extreme  cases,  men  of  business  have  a  fixed  capital 
which  cannot  lie  idle  except  at  a  great  loss ;  a  set 
of  laborers  which  must  be  if  possible  kept  together ; 
a  steady  connection  of  customers  which  they  would 
very  unwillingly  lose :  to  keep  all  these,  they  borroAv  ; 
and  in  a  period  of  high  prices  many  merchants  are 
peculiarly  anxious  to  borrow,  because  the  augment- 
ation of  the  price  of  the  article  in  which  they  deal 
makes  them  really  see,  or  imagine  that  they  see, 
peculiar  opportunities  of  profit.  An  immense  new 
borrowing  soon  follows  upon  the  new  and  great 
trade,  and  the  rate  of  interest  rises  at  once  and  gen- 
erally rises  rapidly. 

This  is  the  surer  to  happen  that  Lombard  Street  is, 
as  has  been  shown  before,  a  very  delicate  market.  A 
large  amount  of  money  is  held  there  by  bankers  and 
by  bill-brokers  at  interest ;  this  they  must  employ,  or 
they  will  be  ruined.  It  is  better  for  them  to  reduce 
the  rate  they  charge  and  compensate  themselves  by 
reducing  the  rate  they  pay,  rather  than  to  keep  up 
the  rate  of  charge  if  by  so  doing  they  cannot  em- 
ploy all  their  money;  it  is  vital  to  them  to  employ 
all  the  money  on  which  they  pay  interest :  a  little 
excess  therefore  forces  down  the  rate  of  interest  very 
much.  But  if  that  low  rate  of  interest  should  cause 
or  should  aid  in  causing  a  great  growth  of  trade,  the 
rise  is  sure  to  be  quick  and  is  apt  to  be  violent :  the 
figures  of  trade  are  reckoned  by  hundreds  of  millions 
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where  those  of  loanable  capital  count  only  by  mill- 
ions. A  great  increase  in  the  borrowing  demands  of 
English  commerce  almost  always  changes  an  excess 
of  loanable  capital  above  the  demand  to  a  greater 
deficiency  below  the  demand;  that  deficiency  causes 
adversity  or'  apparent  adversity  in  trade,  just  as,  and 
in  the  same  manner  that,  the  previous  excess  caused 
prosperity  or  apparent  prosperity,  —  it  causes  a  fall  of 
price  that  runs  through  society ;  that  fall  causes  a 
decline  of  activity  and  a  diminution  of  profits,  —  a 
painful  contraction  instead  of  the  previous  pleasant 
expansion. 

The  change  is  generally  quicker  because  some  check 
to  credit  happens  at  an  early  stage  of  it.  The  mer- 
cantile community  will  have  been  unusually  fortunate 
if  during  the  period  of  rising  prices  it  has  not  made 
great  mistakes.  Such  a  period  naturally  excites  the 
sanguine  and  the  ardent ;  they  fancy  that  the  pros- 
perity they  see  will  last  always,  that  it  is  only  the 
beginning  of  a  greater  prosperity.  They  altogether 
overestimate  the  demand  for  the  article  they  deal  in 
or  the  work  they  do  ;  they  all  in  their  degree  —  and 
the  ablest  and  the  cleverest  the  most  —  work  much 
more  than  they  should,  and  trade  far  above  their 
means.  Every  great  crisis  reveals  the  excessive  specu- 
lations of  many  houses  which  no  one  before  suspected, 
and  which  commonly  indeed  had  not  begun  or  had 
not  carried  very  far  those  speculations  till  they  were 
tempted  by  the  daily  rise  of  price  and  the  surround- 
ing fever. 

The  case  is  worse,  because  at  most  periods  of  great 
commercial  excitement  there  is  some  mixture  of  the 
older  and  simpler  kind  of  investing  mania.  Though 
the  money  of  saving  persons  is  in  the  hands  of  banks, 
and  though,  by  offering  interest,  banks  retain  the 
command  of  much  of  it,  yet  they  do  not  retain  the 
command  of  the  whole  or  anything  near  the  whole  : 
all  of  it  can  be  used,  and  much  of  it  is  used,  by  its 
owners;  they  speculate  with  it  in  bubble  companies 
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and  in  worthless  shares,  just  as  they  did  in  the  time 
of  the  South  Sea  mania  when  there  were  no  banks, 
and  as  they  would  again  in  England  supposing  that 
banks  ceased  to  exist.  The  mania  of  1825  and  the 
mania  of  1866  were  striking  examples  of  this :  in  their 
case  to  a  great  extent,  as  in  most  similar  modern 
periods  to  a  less  extent,  the  delirium  of  ancient  gam- 
bling co-operated  with  the  milder  madness  of  modern 
overtrading.  At  the  very  beginning  of  adversity,  the 
counters  in  the  gambling  mania,  the  shares  in  the 
companies  created  to  feed  the  mania,  are  discovered 
to  be  worthless  :  down  they  all  go,  and  with  them 
much  of  credit. 

The  good  times,  too,  of  high  price  almost  always 
engender  much  fraud.  All  people  are  most  credulous 
when  they  are  most  happy ;  and  when  much  money 
has  just  been  made,  when  some  people  are  really 
making  it,  when  most  people  think  they  are  making 
it,  there  is  a  happy  opportunity  for  ingenious  men- 
dacity. Almost  everything  will  be  believed  for  a  lit- 
tle while ;  and  long  before  discovery,  the  worst  and 
most  adroit  deceivers  are  geographically  or  legally 
beyond  the  reach  of  punishment.  But  the  harm  they 
have  done  diffuses  harm,  for  it  weakens  credit  still 
further. 

When  we  understand  that  Lombard  Street  is  sub- 
ject to  severe  alternations  of  opposite  causes,  we 
should  cease  to  be  surprised  at  its  seeming  cycles ; 
we  should  cease,  too,  to  be  surprised  at  the  sudden 
panics  :  during  the  period  of  reaction  and  adversity, 
just  even  at  the  last  instant  of  prosperity,  the  whole 
structure  is  delicate.  The  peculiar  essence  of  our 
banking  system  is  an  unprecedented  trust  between 
man  and  man  ;  and  when  that  trust  is  much  weak- 
ened by  hidden  causes,  a  small  accident  may  greatly 
hurt  it,  and  a  great  accident  for  a  moment  may  almost 
destroy  it. 

Now  too  that  we  comprehend  the  inevitable  vicis- 
situdes of  Lombard  Street,  we.  can  also  thoroughly 
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comprehend  the  cardinal  importance  of  always  retain- 
ing a  great  banking  reserve :  whether  the  times  of 
adversity  are  well  met  or  ill  met  depends  far  more  on 
this  than  on  any  other  single  circumstance.  If  the 
reserve  be  large,  its  magnitude  sustains  credit ;  and 
if  it  be  small,  its  diminution  stimulates  the  gravest 
apprehensions.  And  the  better  we  comprehend  the 
importance  of  the  banking  reserve,  the  higher  we 
shall  estimate  the  responsibility  of  those  who  keep  it. 


CHAPTER    VII. 

A  MORE  EXACT  ACCOUNT  OF  THE  MODE  IN  WHICH  THE 
BANK  OF  ENGLAND  HAS  DISCHARGED  ITS  DUTY  OF 
RETAINING  A  GOOD  BANK  RESERVE,  AND  OF  ADMINIS- 
TERING IT  EFFECTUALLY. 

THE  preceding  chapters  have  in  some  degree  en- 
abled us  to  appreciate  the  importance  of  the  duties 
which  the  Bank  of  England  is  bound  to  discharge  as 
to  its  banking  reserve. 

If  we  ask  how  the  Bank  of  England  has  discharged 
this  great  responsibility,  we  shall  be  struck  by  three 
things :  first,  as  has  been  said  before,  the  Bank  has 
never  by  any  corporate  act  or  authorized  utterance 
acknowledged  the  duty,  and  some  of  its  directors 
deny  it;  second  (what  is  even  more  remarkable),  no 
resolution  of  Parliament,  no  report  of  any  committee 
of  Parliament  (as  far  as  I  know),  no  remembered 
speech  of  a  responsible  statesman,  has  assigned  or 
enforced  that  duty  on  the  Bank ;  third  (what  is  more 
remarkable  still),  the  distinct  teaching  of  our  highest 
authorities  has  often  been  that  no  public  duty  of  any 
kind  is  imposed  on  the  Banking  Department  of  the 
Bank,  —  that  for  banking  purposes  it  is  only  a  joint- 
stock  bank  like  any  other  bank,  that  its  managers 
should  look  only  to  the  interest  of  the  proprietors 
and  their  dividend,  that  they  are  to  manage  as  the 
London  and  Westminster  Bank  or  the  Union  Bank 
manages. 

At  first  it  seems  exceedingly  strange  that  so 
important  a  responsibility  should  be  unimposed,  un- 
acknowledged, and  denied ;  but  the  explanation  is 
this  :  we  are  living  amid  the  vestiges  of  old  contro- 
versies, and  we  speak  their  language,  though  we  are 
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dealing  with  different  thoughts  and  different  facts. 
For  more  than  fifty  years  —  from  1793  down  to  1844  — 
there  was  a  keen  controversy  as  to  the  public  duties 
of  the  Bank.  It  was  said  to  be  the  "manager"  of 
the  paper  currency :  and  on  that  account  many  ex- 
pected much  good  from  it,  others  said  it  did  great 
harm,  others  again  that  it  could  do  neither  good 
nor  harm ;  but  for  the  whole  period  there  was  an 
incessant  and  fierce  discussion.  That  discussion  was 
terminated  by  the  Act  of  1844  :  by  that  Act  the  cur- 
rency manages  itself ;  the  entire  working  is  automatic. 
The  Bank  of  England  plainly  does  not  manage  — 
cannot  even  be  said  to  manage  —  the  currency  any 
more ;  and  naturally,  but  rashly,  the  only  reason 
upon  which  a  public  responsibility  used  to  be  as- 
signed to  the  Bank  having  now  clearly  come  to  an 
end,  it  was  inferred  by  many  that  the  Bank  had  no 
responsibility. 

The  complete  uncertainty  as  to  the  degree  of  re- 
sponsibility acknowledged  by  the  Bank  of  England 
is  best  illustrated  by  what  has  been  said  by  the 
Bank  directors  themselves  as  to  the  panic  of  1866. 
The  panic  of  that  year,  it  will  be  remembered,  hap- 
pened," contrary  to  precedent,  in  the  spring;  and  at 
the  next  meeting  of  the  court  of  Bank  proprietors  — 
the  September  meeting  —  there  was  a  very  remark- 
able discussion,  which  I  give  at  length  below,*  and 
of  which  all  that  is  most  material  was  thus  described 
in  the  Economist:  — 

THE  GREAT  IMPORTANCE  OF  THE  LATE  MEETING  OF  THE  PROPRIE- 
TORS OF  THE  BANK  OF  ENGLAND. 

THE  late  meeting  of  the  proprietors  of  the  Bank  of  England  has 
a  very  unusual  importance.  There  can  be  no  effectual  inquiry 
now  into  the  history  of  the  late  crisis  ;  a  parliamentary  committee 
next  year  would,  unless  something  strange  occur  in  the  interval,  be 
a  great  waste  of  time :  men  of  business  have  keen  sensations  but 
short  memories,  and  they  will  care  no  more  next  February  for  the 
events  of  last  May  than  they  now  care  for  the  events  of  October, 


*See  Note  D  in  Appendix. 
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1864.  A  pro  forma  inquiry,  on  which  no  real  mind  is  spent  and 
which  every  one  knows  will  lead  to  nothing,  is  far  worse  than  no 
inquiry  at  all.  Under  these  circumstances,  the  official  statements  of 
the  Governor  of  the  Bank  are  the  only  authentic  expositions  we 
shall  have  of  the  policy  of  ihe  Bank  directors,  whether  as  respects 
the  past  or  the  future ;  and  when  we  examine  the  proceedings  with 
care,  we  shall  find  that  they  contain  matter  of  the  gravest  import. 
This  meeting  may  be  considered  to  admit  and  recognize  the 
fact  that  the  Bank  of  England  keeps  the  sole  banking  reserve  of 
the  country.  We  do  not  now  mix  up  this  matter  with  the  country 
circulation,  or  the  question  whether  there  should  be  many  issuers 
of  notes  or  only  one  ;  we  speak  not  of  the  currency  reserve,  but  of 
the  banking  reserve,  —  the  reserve  held  against  deposits,  and  not 
the  reserve  held  against  notes.  We  have  often  insisted  in  these 
columns  that  the  Bank  of  England  does  keep  the  sole  real  reserve  — 
the  sole  considerable  unoccupied  mass  of  cash  —  in  the  country ; 
but  there  has  been  no  universal  agreement  about  it.  Great  author- 
ities have  been  unwilling  to  admit  it :  they  have  not  indeed  form- 
ally and  explicitly  contended  against  it, — if  they  had,  they  must 
have  pointed  out  some  other  great  store  of  unused  cash  besides 
that  at  the  Bank,  and  they  could  not  find  such  store ;  but  they 
have  attempted  distinctions,  —  have  said  that  the  doctrine  that  the 
Bank  of  England  keeps  the  sole  banking  reserve  of  the  country 
was  "not  a  good  way  of  putting  it,"  was  exaggerated,  and  was 
calculated  to  mislead. 

But  the  late  meeting  is  a  complete  admission  that  such  is  the 
fact.  The  Governor  of  the  Bank  said  :  — 

"  A  great  strain  has  within  .the  last  few  months  been  put  upon 
the  resources  of  this  house,  and  of  the  whole  banking  community  of 
London  ;  and  I  think  I  am  entitled  to  say  that  not  only  this  house, 
but  the  entire  banking  body,  acquitted  themselves  most  honorably 
and  creditably  throughout  that  very  trying  period.  Banking  is  a  very 
peculiar  business,  and  it  depends  so  much  upon  credit  that  the  least 
blast  of  suspicion  is  sufficient  to  sweep  away,  as  it  were,  the  harvest 
of  a  whole  year  ;  but  the  manner  in  which  the  banking  establish- 
ments generally  of  London  met  the  demands  made  upon  them  during 
the  greater  portion  of  the  past  half-year  affords  a  most  satisfactory 
proof  of  the  soundness  of  the  principles  on  which  their  business  is 
conducted.  This  house  exerted  itself  to  the  utmost  —  and  exerted 
itself  most  successfully  —  to  meet  the  crisis;  we  did  not  flinch  from 
our  post.  When  the  storm  came  upon  us,  on  the  morning  on  which 
it  became  known  that  the  house  of  Overend  &  Co.  had  failed,  w^e 
were  in  as  sound  and  healthy  a  position  as  any  banking  establish- 
ment could  hold,  and  on  that  day  and  throughout  the  succeeding 
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week  we  made  advances  which  would  hardly  be  credited ;  I  do  not 
believe  that  any  one  would  have  thought  of  predicting,  even  at  the 
shortest  period  beforehand,  the  greatness  of  those  advances.  It  was 
not  unnatural  that  in  this  state  of  things  a  certain  degree  of  alarm 
should  have  taken  possession  of  the  public  mind,  and  that  those  who 
required  accommodation  from  the  Bank  should  have  gone  to  the 
Chancellor  of  the  Exchequer  and  requested  the  Government  to  empower 
us  to  issue  notes  beyond  the  statutory  amount,  if  we  should  think 
that  such  a  measure  was  desirable.  But  we  had  to  act  before  we 
could  receive  any  such  power  ;  and  before  the  Chancellor  of  the 
Exchequer  was  perhaps  out  of  his  bed  we  had  advanced  one-half  of 
our  reserves,  which  were  certainly  thus  reduced  to  an  amount  which 
we  could  not  witness  without  regret.  But  we  could  not  flinch  from 
the  duty  which  we  conceived  was  imposed  upon  us  of  supporting  the 
banking  community,  and  I  am  not  aware  that  any  legitimate  applica- 
tion for  assistance  made  to  this  house  was  refused.  Every  gentleman 
who  came  here  with  adequate  security  was  liberally  dealt  with  ;  and 
if  accommodation  could  not  be  afforded  to  the  full  extent  which  was 
demanded,  no  one  who  offered  proper  security  failed  to  obtain  relief 
from  this  house."* 

Now,  this  is  distinctly  saying  that  the  other  banks  of  the  coun- 
try need  not  keep  any  such  banking  reserve  —  any  such  sum  of 
actual  cash,  of  real  sovereigns  and  bank  notes — as  will  help  them 
through  a  sudden  panic.  It  acknowledges  a  "duty"  on  the  part 
of  the  Bank  of  England  to  "support  the  banking  community,"  —  to 
make  the  reserve  of  the  Bank  of  England  do  for  them  as  well  as 
for  itself. 

In  our  judgment  this  language  is  most  just,  and  the  Governor 
of  the  Bank  could  scarcely  have  done  a  greater  public  service 
than  by  using  language  so  business-like  and  so  distinct.  Let  us 
know  precisely  who  is  to  keep  the  banking  reserve :  if  the  joint- 
stock  banks  and  the  private  banks  and  the  country  banks  are 
to  keep  their  share,  let  us  determine  on  that,  —  Mr.  Gladstone 
appeared  not  long  since  to  say  in  Parliament  that  it  ought  to  be 
so,  —  but  at  any  rate  there  should  be  no  doubt  whose  duty  it  is. 
Upon  grounds  which  we  have  often  stated,  we  believe  that  the 
anomaly  of  one  bank  keeping  the  sole  banking  reserve  is  so  fixed 
in  our  system  that  we  cannot  change  it  if  we  would  ;  the  great 
evil  to  be  feared  was  an  indistinct,  conception  of  the  fact,  and  that 
is  now  avoided. 


*  The  text  as  given  in  this  copy  from  the  Economist  differs  trivially  in 
the  original  from  that  given  in  the  Appendix ;  I  have  followed  the  latter  as 
most  likely  to  be  authentic.  — ED. 
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The  importance  of  these  declarations  by  the  Bank  is  greater, 
because  after  the  panic  of  1857  the  Bank  did  not  hold  exactly  the 
same  language.  A  person  who  loves  concise  expressions  said  lately 
that  "  Overends  broke  the  Bank  in  1866  because  it  went,  and  in 
1857  because  it  was  not  let  go."  We  need  not  too  precisely  exam- 
ine such  language  ;  the  element  of  truth  in  it  is  very  plain,  —  the 
great  advances  made  to  Overends  were  a  principal  event  in  the 
panic  of  1857.  The  bill-brokers  were  then  very  much  what  the 
bankers  were  lately,  —  they  were  the  borrowers  who  wanted  sudden 
and  incalculable  advances ;  but  the  bill-brokers  were  told  not  to 
expect  the  like  again.  But  Alderman  Salomons,  on  the  part  of 
the  London  bankers,  said ' '  he  wished  to  take  that  opportunity  of 
stating  that  he  believed  nothing  could  be  more  satisfactory  to  the 
managers  and  shareholders  of  joint-stock  banks  than  the  testimony 
which  the  Governor  of  the  Bank  of  England  had  that  day  borne 
to  the  sound  and  honorable  manner  in  which  their  business  was 
conducted.  It  was  manifestly  desirable  that  the  joint-stock  banks 
and  the  banking  interest  generally  should  work  in  harmony  with 
the  Bank  of  England  ;  and  he  sincerely  thanked  the  Governor  of 
the  Bank  for  the  kindly  manner  in  which  he  had  alluded  to  the 
mode  in  which  the  joint-stock  banks  had  met  the  late  monetary 
crisis."  The  Bank  of  England  agrees  to  give  other  banks  the 
requisite  assistance  in  case  of  need,  and  the  other  banks  agree  to 
ask  for  it. 

Secondly,  the  Bank  agrees,  in  fact  if  not  in  name,  to  make 
unlimited  advances  on  proper  security  to  any  one  who  applies  for 
it.  On  the  present  occasion  £45,000,000  was  so  advanced  in  three 
months :  and  the  Bank  do  not  say  to  the  mercantile  community, 
or  to  the  bankers, ' '  Do  not  come  to  us  again  :  we  helped  you 
once,  but  do  not  look  upon  it  as  a  precedent,  —  we  will  not  help 
you  again ; "  on  the  contrary,  the  evident  and  intended  implication 
is,  that  under  like  circumstances  the  Bank  would  act. again  as  it 
has  now  acted. 

This  article  was  much  disliked  by  many  of  the 
Bank  directors,  and  especially  by  some  whose  opin- 
ion is  of  great  authority ;  they  thought  that  the 
Economist  drew  "rash  deductions"  from  a  speech 
which  was  in  itself  "open  to  some  objection,"-  — which 
was,  like  all  such  speeches,  defective  in  theoretical 
precision,  and  which  was  at  best  only  the  expression 
of  an  opinion  by  the  Governor  of  that  day,  which  had 
not  been  authorized  by  the  Court  of  Directors,  which 
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could  not  bind  the  Bank.  However,  the  article  had 
at  least  this  use,  that  it  brought  out  the  facts.  All 
the  directors  would  have  felt  a  difficulty  in  com- 
menting upon,  or  limiting,  or  in  differing  from,  a 
speech  of  a  Governor  from  the  chair ;  but  there  was 
no  difficulty  or  delicacy  in  attacking  the  Economist. 
Accordingly  Mr.  Hankey,  one  of  the  most  experi- 
enced Bank  directors,  not  long  after  took  occasion  to 
observe  :  — 

"The  Economist  newspaper  has  put  forth  what  in  my  opinion 
is  the  most  mischievous  doctrine  ever  broached  in  the  monetary  or 
banking  world  in  this  country ;  viz. ,  that  it  is  the  proper  function 
of  the  Bank  of  England  to  keep  money  available  at  all  times  to 
supply  the  demands  of  bankers  who  have  rendered  their  own  assets 
unavailable.  Until  such  a  doctrine  is  repudiated  by  the  banking 
interest,  the  difficulty  of  pursuing  any  sound  principle  of  banking  in 
London  will  be  always  very  great.  But  I  do  not  believe  that  such 
a  doctrine  as  that  bankers  are  justified  in  relying  on  the  Bank  of 
England  to  assist  them  in  time  of  need  is  generally  held  by  the 
bankers  in  London. 

"I  consider  it  to  be  the  undoubted  duty  of  the  Bank  of  Eng- 
land to  hold  its  banking  deposits  (reserving  generally  about  one- 
third  in  cash)  in  the  most  available  securities ;  and  in  the  event  of 
a  sudden  pressure  in  the  money  market,  by  whatever  circumstance 
it  may  be  caused,  to  bear  its  full  share  of  a  drain  on  its  resources. 
I  am  ready  to  admit,  however,  that  a  general  opinion  has  long 
prevailed  that  the  Bank  of  England  ought  to  be  prepared  to  do 
much  more  than  this,  though  I  confess  my  surprise  at  finding  an 
advocate  for  such  an  opinion  in  the  Economist.*-  If  it  were  practi- 
cable for  the  Bank  to  retain  money  unemployed  to  meet  such  an 
emergency,  it  would  be  a  very  unwise  thing  to  do  so  ;  but  I  con- 
tend that  it  is  quite  impracticable,  and  if  it  were  possible,  it  would 
be  most  inexpedient :  and  I  can  only  express  my  regret  that  the 
Bank,  from  a  desire  to  do  everything  in  its  power  to  afford  gen- 
eral assistance  in  times  of  banking  or  commercial  distress,  should 
ever  have  acted  in  a  way  to  encourage  such  an  opinion.  The  more 
the  conduct  of  the  affairs  of  the  Bank  is  made  to  assimilate  to  the 
conduct  of  every  other  well-managed  bank  in  the  United  Kingdom, 
the  better  for  the  Bank  and  the  better  for  the  community  at 
large. " 


Vide  Economist  of  Sept.  22,  18G6. 
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I  am  scarcely  a  judge,  but  I  do  not  think  Mr. 
Hankey  replies  to  the  Economist  very  conclusively. 

First.  He  should  have  observed  that  the  question 
is  not  as  to  what  "ought  to  be,"  but  as  to  what  is. 
The  Economist  did  not  say  that  the  system  of  a 
single  bank  reserve  was  a  good  system,  but  that  it 
was  the  system  which  existed,  and  which  must  be 
worked,  as  you  could  not  change  it. 

Secondly.  Mr.  Hankey  should  have  shown  "  some 
other  store  of  unused  cash,"  except  the  reserve  in  the 
Banking  Department  of  the  Bank  of  England,  out 
of  which  advances  in  time  of  panic  could  be  made. 
These  advances  are  necessary,  and  must  be  made 
by  some  one.  The  "reserves"  of  London  bankers 
are  not  such  store  :  they  are  used  cash,  not  unused  ; 
they  are  part  of  the  Bank  deposits,  and  lent  as  such. 

Thirdly.  Mr.  Hankey  should  have  observed  that 
we  know  by  the  published  figures  that  the  joint-stock 
banks  of  London  do  not  keep  one-third  or  anything 
like  one-third  of  their  liabilities  in  "cash,"  —  even 
meaning  by  "'cash"  a  deposit  at  the  Bank  of  Eng- 
land: one-third  of  the  deposits  in  joint-stock  banks,  not 
to  speak  of  the  private  banks,  would  be  £30,000,000, 
and  the  private  deposits  of  the  Bank  of  England  are 
£18,000,000.  According  to  his  own  statement  there  is 
a  conspicuous  contrast :  the  joint-stock  banks  —  and 
the  private  banks,  no  doubt,  too  —  keep  one  sort  of 
reserve,  and  the  Bank  of  England  a  different  kind  of 
reserve  altogether.  Mr.  Hankey  says  that  the  two 
ought  to  be  managed  on  the  same  principle  ;  but  if 
'so,  he  should  have  said  whether  he  would  assimilate 
the  practice  of  the  Bank  of  England  to  that  of  the 
other  banks,  or  that  of  the  other  banks  to  the  prac- 
tice of  the  Bank  of  England. 

Fourthly.  Mr.  Hankey  should  have  observed  that, 
as  has  been  explained,  in  most  panics  the  principal 
use  of  a  "banking  reserve"  is  not  to  advance  to 
bankers  ;  the  largest  amount  is  almost  always  ad- 
vanced to  the  mercantile  public  and  to  bill-brokers. 
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But  the  point  is,  that  by  our  system  all  extra  pressure 
is  thrown  upon  the  Bank  of  England.  In  the  worst 
part  of  the  crisis  of  I860,  £50,000  "fresh  money" 
could  not  be  borrowed,  even  on  the  best  security, — 
even  on  consols,  —  except  at  the  Bank  of  England ; 
there  was  no  other  lender  to  new  borrowers. 

But  my  object  now  is  not  to  revive  a  past  con- 
troversy, but  to  show  in  what  an  unsatisfactory  and 
uncertain  condition  that  controversy  has  left  a  most 
important  subject.  Mr.  Hankey's  is  the  last  expla- 
nation we  have  had  of  the  policy  of  the  Bank;  he 
is  a  very  experienced  and  attentive  director,  and  I 
think  expresses  more  or  less  the  opinions  of  other 
directors  :  and  what  do  we  find  ?  Setting  aside  and 
saying  nothing  about  the  remarkable  speech  of  the 
Governor  in  1866,  which  (at  least  according  to  the 
interpretation  of  the  Economist)  was  clear  and  excel- 
lent, Mr.  Hankey  leaves  us  in  doubt  altogether  as 
to  what  will  be  the  policy  of  the  Bank  of  England 
in  the  next  panic,  and  as  to  what  amount  of  aid  the 
public  may  then  expect  from  it.  His  words  are  too 
vague:  no  one  can  tell  what  a  "fair  share"*  means, 
still  less  can  we  tell  what  other  people  at  some  fu- 
ture time  will  say  it  means.  Theory  suggests,  and 
experience  proves,  that  in  a  panic  the  holders  of  the 
ultimate  bank  reserve  (whether  one  bank  or  many) 
should  lend  to  all  that  bring  good  securities  quickly, 
freely,  and  readily  :  by  that  policy  they  allay  a 
panic,  by  every  other  policy  they  intensify  it.  The 
public  have  a  right  to  know  whether  the  Bank  of 
England  —  the  holders  of  our  ultimate  bank  reserve  — 
acknowledge  this  duty  and  are  ready  to  perform  it ; 
but  this  is  now  very  uncertain. 

If  we  refer  to  history,  and  examine  what  in  fact 
has  been  the  conduct  of  the  Bank  directors,  we  find 
that  they  have  acted  exactly  as  persons  of  their  type, 
character,  and  position  might  have  been  expected  to 
act.  They  are  a  board  of  plain,  sensible,  prosperous 
English  merchants  ;  and  they  have  both  done  and  left 

*Full  share."    See  page  110. 
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undone  what  such  a  board  might  have  been  expected 
to  do  and  not  to  do.  Nobody  could  expect  great 
attainments  in  economical  science  from  such  a  board  : 
laborious  study  is  for  the  most  part  foreign  to  the 
habits  of  English  merchants.  Nor  could  we  expect 
original  views  on  banking ;  for  banking  is  a  special 
trade,  and  English  merchants  as  a  body  have  had  no 
experience  in  it.  A  "board"  can  scarcely  ever  make 
improvements ;  for  the  policy  of  a  board  is  deter- 
mined by  the  opinions  of  the  most  numerous  class  of 
its  members,  —  its  average  members,  —  and  these  are 
never  prepared  for  sudden  improvements.  A  board 
of  upright  and  sensible  merchants  will  always  act 
according  to  what  it  considers  "safe"  principles, — 
that  is,  according  to  the  received  maxims  of  the 
mercantile  world  then  and  there  ;  and  in  this  man- 
ner the  directors  of  the  Bank  of  England  have  acted 
nearly  uniformly. 

Their  strength  and  their  weakness  were  curiously 
exemplified  at  the  time  when  they  had  the  most 
power.  After  the  suspension  of  cash  payments  in 
1797,  the  directors  of  the  Bank  of  England  couJd 
issue  what  notes  they  liked :  there  was  no  check ; 
these  notes  could  not  come  back  upon  the  Bank  for 
payment.  There  was  a  great  temptation  to  extrava- 
gant issue,  and  no  present  penalty  upon  it :  but 
the  directors  of  the  Bank  withstood  the  temptation,  — 
they  did  not  issue  their  inconvertible  notes  extrava- 
gantly ;  and  the  proof  is,  that  for  more  than  ten 
years  after  the  suspension  of  cash  payments  the 
Bank  paper  was  undepreciated,  and  circulated  at  no 
discount  in  comparison  with  gold.  Though  the  Bank 
directors  of  that  day  at  last  fell  into  errors,  yet  on 
the  whole  they  acted  with  singular  judgment  and 
moderation.  But  when,  in  1810,  they  came  to  be 
examined  as  to  their  reasons,  they  gave  answers 
that  have  become  almost  classical  by  their  nonsense. 
Mr.  Pearse,  the  Deputy-Governor  of  the  Bank,  said :  — 

"In  considering  this  subject,  with  reference  to  the  manner  in 
which  bank  notes  are  issued,  resulting  from  the  applications  made 
VOL.  V.— 8 
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for  discounts  to  supply  the  necessary  want  of  bank  notes,  by  which 
their  issue  in  amount  is  so  controlled  that  it  can  never  amount  to 
an  excess,  I  cannot  see  how  the  amount  of  bank  notes  issued  can 
operate  upon  the  price  of  bullion  or  the  state  of  the  exchanges ; 
and  therefore  I  am  individually  of  opinion  that  the  price  of  bullion 
or  the  state  of  the  exchanges  can  never  be  a  reason  for  lessening 
the  amount  of  bank  notes  to  be  issued,  always  understanding  the 
control  which  I  have  already  described." 

' '  Is  the  Governor  of  the  Bank  of  the  same  opinion  which  has 
now  been  expressed  by  the  Deputy-Governor?" 

Mr.  WHITMORE — "I  am  so  much  of  the  same  opinion,  that  I 
never  think  it  necessary  to  advert  to  the  price  of  gold  or  the  state 
of  the  exchange  on  the  days  on  which  we  make  our  advances." 

' '  Do  you  advert  to  these  two  circumstances  with  a  view  to 
regulate  the  general  amount  of  your  advances?"  —  "I  do  not 
advert  to  it  with  a  view  to  our  general  advances,  conceiving  it  not 
to  bear  upon  the  question." 

And  Mr.  Harman,  another  Bank  director,  expressed 
his  opinion  in  these  terms: — "I  must  very  materi- 
ally alter  my  opinions  before  I  can  suppose  that  the 
exchanges  will  be  influenced  by  any  modifications  of 
our  paper  currency." 

Very  few  persons  perhaps  could  have  managed  to 
commit  so  many  blunders  in  so  few  words. 

But  it  is  no  disgrace  at  all  to  the  Bank  directors 
of  that  day  to  have  committed  these  blunders  :  they 
spoke  according  to  the  best  mercantile  opinion  of 
England.  The  City  of  London  and  the  House  of 
Commons  both  approved  of  what  they  said ;  those 
who  dissented  were  said  to  be  "abstract  thinkers" 
and  "unpractical  men."  The  Bank  directors  adopted 
the  ordinary  opinions  and  pursued  the  usual  practice 
of  their  time;  it  was  this  "routine"  that  caused  their 
moderation.  They  believed  that  so  long  as  they 
issued  "notes"  only  at  5  per  cent.,  and  only  on  the 
discount  of  good  bills,  those  notes  could  not  be  depre- 
ciated ;  and  as  the  number  of  "good"  bills  —  bills 
which  sound  merchants  know  to  be  good  —  does  not 
rapidly  increase,  and  as  the  market  rate  of  interest 
was  often  less  than  5  per  cent.,  these  checks  on 
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over-issue  were  very  effective.  They  failed  in  time, 
and  the  theory  upon  which  they  were  defended  was 
nonsense  ;  but  for  a  time  their  operation  was  power- 
ful and  excellent. 

Unluckily,  in  the  management  of  the  matter  be- 
fore us,  —  the  management  of  the  bank  reserve, — 
the  directors  of  the  Bank  of  England  were  neither 
acquainted  with  right  principles  nor  were  they  pro- 
tected by  a  judicious  routine.  They  could  not  be 
expected  themselves  to  discover  such  principles : 
the  abstract  thinking  of  the  world  is  never  to  be 
expected  from  persons  in  high  places ;  the  adminis- 
tration of  first-rate  current  transactions  is  a  most 
engrossing  business,  and  those  charged  with  them 
are  usually  but  little  inclined  to  think  on  points  of 
theory,  even  when  such  thinking  most  nearly  con- 
cerns those  transactions.  No  doubt  when  men's  own 
fortunes  are  at  stake,  the  instinct  of  the  trader 
does  somehow  anticipate  the  conclusions  of  the  closet ; 
but  a  board  has  no  instincts  when  it  is  not  getting 
an  income  for  its  members,  and  when  it  is  only  dis- 
charging a  duty  of  office.  During  the  suspension  of 
cash  payments  —  a  suspension  which  lasted  twenty- 
two  years  —  all  traditions  as  to  a  cash  reserve  had 
died  away ;  after  1819  the  Bank  directors  had  to 
discharge  the  duty  of  keeping  a  banking  reserve, 
and  (as  the  law  then  stood)  a  currency  reserve  also, 
without  the  guidance  either  of  keen  interests  or 
good  principles  or  wise  traditions. 

Under  such  circumstances,  the  Bank  directors  inev- 
itably made  mistakes  of  the  gravest  magnitude. 

The  first  time  of  trial  came  in  1825.  In  that  year 
the  Bank  directors  allowed  their  stock  of  bullion  to 

fall  in  the  most  alarming  manner  :  — 

£. 
On  Dec.  24,  1824,  the  coin  and  bullion  in  the  Bank 

was 10,721,000 

On  Dec.  25,  1825,  it  was  reduced  to  ...          1,260,000 

and  the  consequence  was  a  panic  so  tremendous  that 
its  results  are  well  remembered  after  nearly  fifty 


116  THE   TRAVELERS  INS.  CO.'S  BAGEHOT. 

years.  In  the  next  period  of  extreme  trial  —  in  1837-9 
-the  Bank  was  compelled  to  draw  for  £2,000,000  on 
the  Bank  of  France ;  and  even  after  that  aid  the 
directors  permitted  their  bullion,  which  was  still  the 
currency  reserve  as  well  as  the  banking  reserve, 
to  be  reduced  to  £2,404,000  :  a  great  alarm  pervaded 
society,  and  generated  an  eager  controversy  out  of 
which  ultimately  emerged  the  Act  of  1844.  The  next 
trial  came  in  1847,  and  then  the  Bank  permitted  its 
banking  reserve  (which  the  law  had  now  distinctly 
separated)  to  fall  to  £1,176,000  ;  and  so  intense  was 
the  alarm  that  the  executive  Government  issued  a 
letter  of  license,  permitting  the  Bank  if  necessary 
to  break  the  new  law,  and  if  necessary  to  borrow 
from  the  currency  reserve,  which  was  full,  in  aid  of 
the  banking  reserve,  which  was  empty.  Till  1857 
there  was  an  unusual  calm  in  the  money  market ; 
but  in  the  autumn  of  that  year  the  Bank  directors 
let  the  banking  reserve,  which  even  in  October  was 
far  too  small,  fall  thus  :  — 

£ 

Oct.  30,* 4,024,000 

"      17,  .         .         ."         .         .         3,217,000 

"      24, 3,485,000 

"31, 2,258,000 

Nov.    6, 2,155,000 

"13, 957,000 

And  then  a  letter  of  license  like  that  of  1847  was 
not  only  issued  but  used :  the  ministry  of  the  day 
authorized  the  Bank  to  borrow  from  the  currency 
reserve  in  aid  of  the  banking  reserve,  and  the  Bank 
of  England  did  so  borrow  several  hundred  f  pounds 
till  the  end  of  the  month  of  November.  A  more 
miserable  catalogue  than  that  of  the  failures  of  the 
Bank  of  England  to  keep  a  good  banking  reserve,  in 
all  the  seasons  of  trouble  between  1825  and  1857,  is 
scarcely  to  be  found  in  history. 

*"30"  is  a  palpable  error  for  "10."  — ED. 
t" Thousand"  is  evidently  omitted  here.  — ED. 
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But  since  1857  there  has  been  a  great  improve- 
ment :  by  painful  events  and  incessant  discussions, 
men  of  business  have  now  been  trained  to  see  that 
a  large  banking  reserve  is  necessary,  and  to  under- 
stand that  in  the  curious  constitution  of  the  English 
banking  world,  the  Bank  of  England  is  the  only  body 
which  could  effectually  keep  it.  They  have  never 
acknowledged  the  duty ;  some  of  them,  as  we  have 
seen,  deny  the  duty  :  still,  they  have  to  a  consider- 
able extent  begun  to  perform  the  duty.  The  Bank 
directors,  being  experienced  and  able  men  of  business, 
comprehended  this  like  other  men  of  business ;  since 
1857  they  have  always  kept  —  I  do  not  say  a  sufficient 
banking  reserve,  but  —  a  fair  and  creditable  banking 
reserve,  and  one  altogether  different  from  any  which 
they  kept  before.  At  one  period  the  Bank  directors 
even  went  farther :  they  made  a  distinct  step  in  ad- 
vance of  the  public  intelligence ;  they  adopted  a  par- 
ticular mode  of  raising  the  rate  of  interest,  which  is 
far  more  efficient  than  any  other  mode.  Mr.  Goschen 
observes,  in  his  book  on  the  Exchanges  :  — 

"Between  the  rates  in  London  and  Paris,  the  expense  of  send- 
ing gold  to  and  fro  having  been  reduced  to  a  minimum  between 
the  two  cities,  the  difference  can  never  be  very  great ;  but  it  must 
not  be  forgotten  that  —  the  interest  being  taken  at  a  percentage 
calculated  per  annum,  and  the  probable  profit  having,  when  an 
operation  in  three-month  bills  is  contemplated,  to  be  divided  by 
four,  whereas  the  percentage  of  expense  has  to  be  wholly  borne 
by  the  one  transaction,  —  a  very  slight  expense  becomes  a  great 
impediment.  If  the  cost  is  only  £  per  cent.,  there  must  be  a 
profit  of  2  per  cent,  in  the  rate  of  interest,  or  £  per  cent,  on  three 
months,  before  any  advantage  commences ;  and  thus,  supposing 
that  Paris  capitalists  calculate  that  they  may  send  their  gold  over 
to  England  for  £  per  cent,  expense,  and  chance  their  being  so 
favored  by  the  exchanges  as  to  be  able  to  draw  it  back  without 
any  cost  at  all,  there  must  nevertheless  be  an  excess  of  more  than 
2  per  cent,  in  the  London  rate  of  interest  over  that  in  Paris  before 
the  operation  of  sending  gold  over  from  France,  merely  for  the 
sake  of  the  higher  interest,  will  pay." 

Accordingly,  Mr.  Goschen  recommended  that  the  Bank 
of  England  should,  as  a  rule,  raise  their  rate  by  steps 


118  THE  TRAVELERS  INS.    CO/S  BAGEHOT. 

of  1  per  cent,  at  a  time  when  the  object  of  the  rise 
was  to  affect  the  "foreign  exchanges";  and  the 
Bank  of  England,  from  1860  onward,  have  acted  upon 
that  principle.  Before  that  time  they  used  to  raise 
their  rate  almost  always  by  steps  of  $  per  cent.,  and 
there  was  nothing  in  the  general  state  of  mercantile 
opinion  to  compel  them  to  change  their  policy  ;  the 
change  was,  on  the  contrary,  most  unpopular.  On 
this  occasion,  and  as  far  as  I  know  on  this  occasion 
alone,  the  Bank  of  England  made  an  excellent  alter- 
ation of  their  policy  which  was  not  exacted  by  con- 
temporary opinion,  and  which  was  in  advance  of  it. 

The  beneficial  results  of  the  improved  policy  of 
the  Bank  were  palpable  and  speedy :  we  were  en- 
abled by  it  to  sustain  the  great  drain  of  silver  from 
Europe  to  India  to  pay  for  Indian  cotton  in  the  years 
between  1862  and  1865.  In  the  autumn  of  1864  there 
was  especial  danger ;  but  by  a  rapid  and  able  use 
of  their  new  policy,  the  Bank  of  England  maintained 
an  adequate  reserve,  and  preserved  the  country  from 
calamities  which,  if  we  had  looked  only  to  precedent, 
would  have  seemed  inevitable.  All  the  causes  which 
produced  the  panic  of  1857  were  in  action  in  1864 ; 
the  drain  of  silver  in  1864  and  the  preceding  year 
was  beyond  comparison  greater  than  in  1857  and  the 
years  before  it :  and  yet  in  1864  there  was  no  panic. 
The  Bank  of  England  was  almost  immediately  re- 
warded for  its  adoption  of  right  principles  by  finding 
that  those  principles,  at  a  severe  crisis,  preserved 
public  credit. 

In  1866  undoubtedly  a  panic  occurred  ;  but  I  do 
not  think  that  the  Bank  of  England  can  be  blamed 
for  it.  They  had  in  their  till  an  exceedingly  good 
reserve  according  to  the  estimate  of  that  time,  —  a 
sufficient  reserve,  in  all  probability,  to  have  coped 
with  the  crises  of  1847  and  1857  :  the  suspension  of 
Overend  &  Gurney  —  the  most  trusted  private  firm  in 
England  —  caused  an  alarm  in  suddenness  and  magni- 
tude without  example.  What  was  the  effect  of  the 
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Act  of  1844  on  the  panic  of  1866,  is  a  question  on 
which  opinion  will  be  long  divided ;  but  I  think  it 
will  be  generally  agreed  that,  acting  under  the 
provisions  of  that  law,  the  directors  of  the  Bank  of 
England  had  in  their  Banking  Department  in  that 
year  a  fairly  large  reserve  —  quite  as  large  a  reserve 
as  any  one  expected  them  to  keep  —  to  meet  un- 
expected and  painful  contingencies. 

From  1866  to  1870  there  was  almost  an  unbroken 
calm  on  the  money  market.  The  Bank  of  England 
had  no  difficulties  to  cope  with ;  there  was  no  op- 
portunity for  much  discretion ;  the  money  market 
took  care  of  itself  :  but*  in.  1870  the  Bank  of  France 
suspended  specie  payments,  and  from  that  time  a 
new  era  begins.  The  demands  on  this  market  for 
bullion  have  been  greater  and  have  been  more  inces- 
sant than  they  ever  were  before  ;  for  this  is  now  the 
only  bullion  market.  This  has  made  it  necessary  for 
the  Bank  of  England  to  hold  a  much  larger  banking 
reserve  than  was  ever  before  required,  and  to  be 
much  more  watchful  than  in  former  times  lest  that 
banking  reserve  should  on  a  sudden  be  dangerously 
diminished  ;  the  forces  are  greater  and  quicker  than 
they  used  to  be,  •  and  a  firmer  protection  and  a  surer 
solicitude  are  necessary :  but  I  do  not  think  the 
Bank  of  England  is  sufficiently  aware  of  this,  —  all 
the  governing  body  of  the  Bank  certainly  are  not 
aware  of  it.  The  same  eminent  director  to  whom 
I  have  before  referred,  Mr.  Hankey,  published  in 
the  Times  an  elaborate  letter,  saying  again  that 
one-third  of  the  liabilities  were,  even  in  these  altered 
times,  a  sufficient  reserve  for  the  Banking  Depart- 
ment of  the  Bank  of  England,  and  that  it  was  no 
part  of  the  business  of  the  Bank  to  keep  a  supply 
of  "bullion  for  exportation";  which  was  exactly  the 
most  mischievous  doctrine  that  could  be  maintained 
when  the  Banking  Department  of  the  Bank  of  Eng- 
land had  become  the  only  great  repository  in  Europe 
where  gold  could  at  once  be  obtained,  and  when 
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therefore  a  far  greater  store  of  bullion  ought  to  be 
kept  than  at  any  former  period. 

And  besides  this  defect  of  the  present  time,  there 
are  some  chronic  faults  in  the  policy  of  the  Bank  of 
England,  which  arise,  as  will  be  presently  explained, 
from  grave  defects  in  its  form  of  government. 

There  is  almost  always  some  hesitation  when  a 
Governor  begins  to  reign.  He  is  the  Prime  Minister 
of  the  Bank  Cabinet ;  and  when  so  important  a 
functionary  changes,  naturally  much  else  changes  too. 
If  the  Governor  be  weak,  this  kind  of  vacillation  and 
hesitation  continues  throughout  his  term  of  office. 
The  usual  defect  then  is,  that  the  Bank  of  England 
does  not  raise  the  rate  of  interest  sufficiently  quickly. 
It  does  raise  it ;  in  the  end  it  takes  the  alarm  :  but 
it  does  not  take  the  alarm  sufficiently  soon.  A 
cautious  man  in  a  new  office  does  not  like  strong 
measures.  Bank  Governors  are  generally  cautious 
men,  —  they  are  taken  from  a  most  cautious  class ; 
in  consequence  they  are  very  apt  to  temporize  and 
delay :  but  almost  always  the  delay  in  creating  a 
stringency  only  makes  a  greater  stringency  inevitable. 
The  effect  of  a  timid  policy  has  been  to  let  the  gold 
'out  of  the  Bank,  and  that  gold  must  be  recovered  ;  it 
would  really  have  been  far  easier  to  maintain  the 
reserve  by  timely  measures  than  to  replenish  it  by 
delayed  measures,  —  but  new  Governors  rarely  see 
this. 

Secondly,  those  defects  are  apt,  in  part  or  as  a 
whole,  to  be  continued  throughout  the  reign  of  a 
weak  Governor.  The  objection  to  a  decided  policy, 
and  the  indisposition  to  a  timely  action,  which  are 
excusable  in  one  whose  influence  is  beginning  and 
whose  reign  is  new,  are  continued  through  the  whole 
reign  of  one  to  whom  those  defects  are  natural,  and 
who  exhibits  those  defects  in  all  his  affairs. 

Thirdly,  this  defect  is  enhanced  because,  as  has 
so  often  been  said,  there  is  now  no  adequate  rule 
recognized  in  the  management  of  the  banking  reserve. 
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Mr.  Weguelin,  the  last  Bank  Governor  who  has  been 
examined,  said  that  it  was  sufficient  for  the  Bank 
to  keep  from  one-fourth  to  one-third  of  its  banking 
liabilities  as  a  reserve  ;  but  no  one  now  would  ever 
be  content  if  the  banking  reserve  were  near  to 
one-fourth  of  its  liabilities.  Mr.  Hankey,  as  I  have 
shown,  considers  "about  a  third"  as  the  proportion 
of  reserve  to  liability  at  which  the  Bank  should  aim  ; 
but  he  does  not  say  whether  he  regards  a  third  as 
the  minimum  below  which  the  reserve  in  the  Banking 
Department  should  never  be,  or  as  a  fair  average 
about  which  the  reserve  may  fluctuate,  sometimes 
being  greater  or  at  others  less. 

In  a  future  chapter  I  shall  endeavor  to  show  that 
one-third  of  its  banking  liabilities  is  at  present  by  no 
means  an  adequate  reserve  for  the  Banking  Depart- 
ment,—  that  it  is  not  even  a  proper  minimum,  far 
less  £i  fair  average ;  and  I  shall  allege  what  seem  to 
me  good  reasons  for  thinking  that  unless  the  Bank 
aim  by  a  different  method  at  a  higher  standard,  its 
own  position  may  hereafter  be  perilous,  and  the  pub- 
lic may  be  exposed  to  disaster. 


n. 

But  as  has  been  explained,  the  Bank  of  England 
is  bound  according  to  our  system  not  only  to  keep  a 
good  reserve  against  a  time  of  panic,  but  to  use  that 
reserve  effectually  when  that  time  of  panic  comes. 
The  keepers  of  the  banking  reserve,  whether  one  or 
many,  are  obliged  then  to  use  that  reserve  for  their 
own  safety  :  if  they  permit  all  other  forms  of  credit 
to  perish,  their  own  will  perish  immediately  and  in 
consequence. 

As  to  the  Bank  of  England,  however,  this  is 
denied.  It  is  alleged  that  the  Bank  of  England  can 
keep  aloof  in  a  panic ;  that  it  can,  if  it  will,  let 
other  banks  and  trades  fail ;  that  if  it  chooses,  it  can 
stand  alone,  and  survive  intact  while  all  else  perishes 
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around  it.  On  various  occasions,  most  influential 
persons,  both  in  the  government  of  the  Bank  and  out 
of  it,  have  said  that  such  was  their  opinion  ;  and  we 
must  at  once  see  whether  this  opinion  is  true  or 
false,  for  it  is  absurd  to  attempt  to  estimate  the  con- 
duct of  the  Bank  of  England  during  panics  before 
we  know  what  the  precise  position  of  the  Bank  in 
a  panic  really  is. 

The  holders  of  this  opinion  in  its  most  extreme 
form  say  that  in  a  panic  the  Bank  of  England  can 
stay  its  hand  at  any  time ;  that  though  it  has  ad- 
vanced much,  it  may  refuse  to  advance  more  ;  that 
though  the  reserve  may  have  been  reduced  by  such 
advances,  it  may  refuse  to  lessen  it  still  further; 
that  it  can  refuse  to  make  any  further  discounts ; 
that  the  bills  which  it  has  discounted  will  become 
due,  that  it  can  refill  its  reserve  by  the  payment  of 
those  bills  ;  that  it  can  sell  stock  or  other  securities, 
and  so  replenish  its  reserve  still  further.  But  in  this 
form  the  notion  scarcely  merits  serious  refutation :  if 
the  Bank  reserve  has  once  become  "low,  there  are  in 
a  panic  no  means  of  raising  it  again.  Money  parted 
with  at  such  a  time  is  very  hard  to  get  back ;  those 
who  have  taken  it  will  not  let  it  go,  —  not,  at  least, 
unless  they  are  sure  of  getting  other  money  in  its 
place.  And  at  such  instant  the  recovery  of  money 
is  as  hard  for  the  Bank  of  England  as  for  any  .one 
else,  probably  even  harder.  The  difficulty  is  this : 
if  the  Bank  decline  to  discount,  the  holders  of  the 
bills  previously  discounted  cannot  pay.  As  has  been 
shown,  trade  in  England  is  largely  carried  on  with 
borrowed  money ;  if  you  propose  greatly  to  reduce 
that  amount,  you  will  cause  many  failures  unless  you 
can  pour  in  from  elsewhere  some  equivalent  amount 
of  new  money.  But  in  a  panic  there  is  no  new 
money  to  be  had ;  everybody  who  has  it  clings  to  it, 
and  will  not  part  with  it.  Especially  what  has  been 
advanced  to  merchants  cannot  easily  be  recovered  : 
they  are  under  immense  liabilities,  and  they  will 
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not  give  back  a  penny  which  they  imagine  that  even 
possibly  they  may  need  to  discharge  those  liabilities. 
And  bankers  are  in  even  greater  terror  :  in  a  panic 
they  will  not  discount  a  host  of  new  bills  ;  they  are 
engrossed  with  their  own  liabilities  and  those  of  their 
own  customers,  and  do  not  care  for  those  of  others. 
The  notion  that  the  Bank  of  England  can  stop  dis- 
counting in  a  panic,  and  so  obtain  fresh  money,  is  a 
delusion.  It  can  stop  discounting,  of  course,  at  pleas- 
ure ;  but  if  it  does  it  will  get  in  no  new  money,  —  its 
bill  case  will  daily  be  more  and  more  packed  with 
bills  "returned  unpaid." 

The  sale  of  stock,  too,  by  the  Bank  of  England 
in  the  middle  of  a  panic  is  impossible :  the  Bank  at 
such  a  time  is  the  only  lender  on  stock,  and  it  is 
only  by  loans  from  a  bank  that  large  purchases  at 
such  a  moment  can  be  made ;  unless  the  Bank  of 
England  lend,  no  stock  will  be  bought, — there  is  not 
in  the  country  any  large  sum  of  unused  ready  money 
ready  to  buy  it.  The  only  unused  sum  is  the  reserve 
in  the  Banking  Department  of  the  Bank  of  England  : 
if  therefore  in  a  panic  that  department  itself  at- 
tempt [ed]  to  sell  stock,  the  failure  would  be  ridiculous; 
it  would  hardly  be  able  to  sell  any  at  all,  —  probably 
it  would  not  sell  £50  worth.  The  idea  that  the  Bank 
can  during  a  panic  replenish  its  reserve  in  this  or 
in  any  other  manner,  when  that  reserve  has  once 
been  allowed  to  become  empty  or  nearly  empty,  is 
too  absurd  to  be  steadily  maintained,  though  I  fear 
that  it  is  not  yet  wholly  abandoned.  ^ 

The  second  and  more  reasonable  conception  of  the 
independence  of  the  Bank  of  England  is,  however, 
this :  —  It  may  be  said,  and  it  is  said,  that  if  the 
Bank  of  England  stop  at  the  beginning  of  a  panic, 
if  it  refuse  to  advance  a  shilling  more  than  usual, 
if  it  begin  the  battle  with  a  good  banking  reserve 
and  do  not  diminish  it  by  extra  loans,  the  Bank  of 
England  is  sure  to  be  safe.  But  this  form  of  the 
opinion,  though  more  reasonable  and  moderate,  is  not 
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therefore  more  true.  The  panic  of  18G6  is  the  best 
instance  to  test  it.  As  every  one  knows,  that  panic 
began  quite  suddenly,  on  the  fall  of  "Overends." 
Just  before,  the  Bank  had  £5,812,000  in  its  reserve  ; 
in  fact  it  advanced  £13,000,000  of  new  money  in  the 
next  few  days,  and  its  reserve  went  down  to  nothing, 
and  the  government  had  to  help  :  but  if  the  Bank 
had  not  made  these  advances,  could  it  have  kept  its 
reserve  ? 

Certainly  it  could  not;  it  could  not  have  retained 
its  own  deposits.  A  large  part  of  these  are  the  de- 
posits of  bankers,  and  they  would  not  consent  to  help 
the  Bank  of  England  in  a  policy  of  isolation ;  they 
would  not  agree  to  suspend  payments  themselves, 
and  permit  the  Bank  of  England  to  survive  and  get 
all  their  business.  They  would  withdraw  their  de- 
posits from  the  Bank ;  they  would  not  assist  it  to 
stand  erect  amid  their  ruin.  But  even  if  this  were 
not  so,  even  if  the  banks  were  willing  to  keep  their 
deposits  at  the  Bank  while  it  was  not  lending,  they 
would  soon  find  that  they  could  not  do  it :  they  are 
only  able  to  keep  those  deposits  at  the  Bank  by  the 
aid  of  the  Clearing  House  system ;  and  if  a  panic 
were  to  pass  a  certain  height,  that  system,  which 
rests  on  confidence,  would  be  destroyed  by  terror. 

The  common  course  of  business  is  this :  —  A  B, 
having  to  receive  £50,000  from  C  D,  takes  C  D's 
check  on  a  banker  "crossed,"  as  it  is  called,  and 
therefore  only  payable  to  another  banker.  He  pays 
that  check  to  his  own  credit  with  his  own  banker, 
who  presents  it  to  the  banker  on  whom  it  is  drawn, 
and  if  good  it  is  an  item  between  them  in  the  gen- 
eral clearing  or  settlement  of  the  afternoon.  But 
this  is  evidently  a  very  refined  machinery,  which  a 
panic  will  be  apt  to  destroy.  At  the  first  stage, 
A  B  may  say  to  his  debtor  C  D,  "I  cannot  take  your 
check,  I  must  have  bank  notes ; "  if  it  is  a  debt 
on  securities,  he  will  be  very  apt  to  say  this.  The 
usual  practice  —  credit  being  good  —  is  for  the  creditor 
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to  take  the  debtor's  check  and  to  give  up  the  securi- 
ties ;  but  if  the  "  securities "  really  secure  him  in  a 
time  of  difficulty,  he  will  not  like  to  give  them  up 
and  take  a  bit  of  paper,— a  mere  check,  which  may 
be  paid  or  not  paid :  he  will  say  to  his  debtor, 
"I  can  only  give  you  your  securities  if  you  will  give 
me  bank  notes ; "  and  if  he  does  say  so,  the  debtor 
must  go  to  his  bank,  and  draw  out  the  £50,000  if  he 
has  it.  But  if  this  were  done  •  on  a  large  scale,  the 
bank's  "cash  in  house"  would  soon  be  gone;  as  the 
Clearing  House  was  gradually  superseded,  it  would 
have  to  trench  on  its  deposit  at  the  Bank  of  Eng- 
land ;  and  then  the  bankers  would  have  to  pay  so 
much  over  the  counter  that  they  would  be  unable 
to  keep  much  money  at  the  Bank,  even  if  they 
wished, — they  would  soon  be  obliged  to  draw  out 
every  shilling. 

The  diminished  use  of  the  Clearing  House  in 
consequence  of  the  panic  would  intensify  that  panic. 
By  far  the  greater  part  of  the  bargains  of  the  coun- 
try in  moneyed  securities  is  settled  on  the  Stock 
Exchange  twice  a  month;  and  the  number  of  securi- 
ties then  given  up  for  mere  checks,  and  the  number 
of  checks  then  passing  at  the  Clearing  House,  are 
enormous:  if  that  system  collapse [d],  the  number  of 
failures  would  be  incalculable,  and  each  failure  would 
add  to  the  discredit  that  caused  the  collapse. 

The  non-banking  customers  of  the  Bank  of  Eng- 
land would  be  discredited  as  well  as  other  people ; 
their  checks  would  not  be  taken  any  more  than  those 
of  others  :  they  would  have  to  draw  out  bank  notes, 
and  the  Bank  reserve  would  not  be  enough  for  a 
tithe  of  such  payments. 

The  matter  would  come  shortly  to  this  :  —  A  great 
number  of  brokers  and  dealers  are  under  obligations 
to  pay  immense  sums,  and  in  common  times  they 
obtain  these  sums  by  the  transfer  of  certain  securities. 
If,  as  we  said  just  now,  No.  1  has  borrowed  £50,000 
of  No.  2  on  Exchequer  bills,  he  for  the  'most  part 
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cannot  pay  No.  2  till  he  has  sold  or  pledged  those 
bills  to  some  one  else  :  but  till  he  has  the  bills  he 
cannot  pledge  or  sell  them ;  and  if  No.  2  will  not 
give  them  up  till  he  gets  his  money,  No.  1  will  be 
ruined,  because  he  cannot  pay  it.  And  if  No.  2  has 
No.  3  to  pay,  as  is  very  likely,  he  may  be  ruined 
because  of  No.  1's  default,  and  No.  4  only  on  account 
of  No.  3's  default ;  and  so  on  without  end.  On  set- 
tling day,  without  the  Clearing  House,  there  would 
be  a  mass  of  failures  and  a  bundle  of  securities.  The 
effect  of  these  failures  would  be  a  general  run  on  all 
bankers,  and  on  the  Bank  of  England  particularly. 

It  may  indeed  be  said  that  the  money  thus 
taken  from  the  Banking  Department  of  the  Bank  of 
England  would  return  there  immediately;  that  the 
public  who  borrowed  it  would  not  know  where  else 
to  deposit  it ;  that  it  would  be  taken  out  in  the 
morning  and  put  back  in  the  evening.  But  in  the 
first  place,  this  argument  assumes  that  the  Banking 
Department  would  have  .enough  money  to  pay  the 
demands  on  it;  and  this  is  a  mistake,  —  the  Banking 
Department  would  not  have  a  hundredth  part  of  the 
necessary  funds.  And  in  the  second,  a  great  panic 
which  deranged  the  Clearing  House  would  soon  be 
diffused  all  through  the  country.  The  money,  there- 
fore, taken  from  the  Bank  of  England  could  not  be 
soon  returned  to  the  Bank ;  it  would  not  come  back 
on  the  evening  of  the  day  on  which  it  was  taken  out, 
or  for  many  days :  it  would  be  distributed  through 
the  length  and  breadth  of  the  country,  wherever  there 
were  bankers,  wherever  there  was  trade,  wherever 
there  were  liabilities,  wherever  there  was  terror. 

And  even  in  London,  so  immense  a  panic  would 
soon  impair  the  credit  of  the  Banking  Department 
of  the  Bank  of  England.  That  department  has  no 
great  prestige :  it  was  only  created  in  1844,  and  it 
has  failed  three  times  since.  The  world  would  im- 
agine that  what  has  happened  before  will  happen 
again ;  ahd  when  they  have  got  money,  they  will 
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not  deposit  it  at  an  establishment  which  may  not 
be  able  to  repay  it.  This  did  not  happen  in  former 
panics,  because  the  case  we  are  considering  never 
arose ;  the  Bank  was  helping  the  public,  and,  more  or 
less  confidently,  it  was  believed  that  the  govern- 
ment would  help  the  Bank  :  but  if  the  policy  be 
relinquished  which  formerly  assuaged  alarm,  that 
alarm  will  be  protracted  and  enhanced  till  it  touches 
the  Banking  Department  of  the  Bank  itself. 

I  do  not  imagine  that  it  would  touch  the  Issue 
.Department  :  I  think  that  the  public  would  be  quite 
satisfied  if  they  obtained  bank  notes.  Generally, 
nothing  is  gained  by  holding  the  notes  of  a  bank 
instead  of  depositing  them  at  a  bank ;  but  in  the 
Bank  of  England  there  is  a  great  difference,  —  their 
notes  are  legal  tender.  Whoever  holds  them  can 
always  pay  his  debts  ;  and  except  for  foreign  pay- 
ments he  could  want  no  more.  The  rush  would  be 
for  bank  notes  :  those  that  could  be  obtained  would 
be  carried  north,  south,  east,  and  west ;  and  as  there 
would  not  be  enough  for  all  the  country,  the  Banking 
Department  would  soon  pay  away  all  it  had. 

Nothing,  therefore,  can  be  more  certain  than  that 
the  Bank  of  England  has  in  this  respect  no  peculiar 
privilege  :  that  it  is  simply  in  the  position  of  a  bank 
keeping  the  banking  reserve  of  the  country ;  that 
it  must  in  time  of  panic  do  what  all  other  similar 
banks  must  do ;  that  in  time  of  panic  it  must  ad- 
vance  freely  and  vigorously  to  the  public  out  of  the 
reserve. 

And  with  the  Bank  of  England,  as  with  other 
banks  in  the  same  case,  these  advances,  if  they  are 
to  be  made  at  all,  should  be  made  so  as,  if  possible, 
to  obtain  the  object  for  which  they  are  made ;  the 
end  is  to  stay  the  panic,  and  the  advances  should  if 
possible  stay  the  panic :  and  for  this  purpose  there 
are  two  rules  :  — 

First.  That  these  loans  should  only  be  made  at 
a  very  high  rate  of  interest ;  this  will  operate  as  a 


128  THE   TRAVELERS  INS.  CO.'S  BAGEHOT. 

heavy  fine  on  unreasonable  timidity,  and  will  prevent 
the  greatest  number  of  applications  by  persons  who 
do  not  require  it.  The  rate  should  be  raised  early  in 
the  panic,  so  that  the  fine  may  be  paid  early ;  that 
no  one  may  borrow  out  of  idle  precaution  without 
paying  well  for  it ;  that  the  banking  reserve  may  be 
protected  as  far  as  possible. 

Secondly.  That  at  this  rate  these  advances  should 
be  made  on  all  good  banking  securities,  and  as  largely 
as  the  public  ask  for  them.  The  reason  is  plain : 
the  object  is  to  stay  alarm,  and  nothing  therefore 
should  be  done  to  cause  alarm ;  but  the  way  to  cause 
alarm  is  to  refuse  some  one  who  has  good  security 
to  offer.  The  news  of  this  will  spread  in  an  instant 
through  all  the  money  market  at  a  moment  of  ter- 
ror ;  no  one  can  say  exactly  who  carries  it,  but  in 
half  an  hour  it  will  be  carried  on  all  sides,  and  will 
intensify  the  terror  everywhere.  No  advances  indeed 
need  be  made  by  which  the  Bank  will  ultimately 
lose.  The  amount  of  bad  business  in  commercial  coun- 
tries is  an  infinitesimally  small  fraction  of  the  whole  ' 
business;  that  in  a  panic  the  bank  or  banks  holding 
the  ultimate  reserve  should  refuse  bad  bills  or  bad 
securities  will  not  make  the  panic  really  worse,  - 
the  "unsound"  people  are  a  feeble  minority,  and 
they  are  afraid  even  to  look  frightened  for  fear  their 
unsoundness  may  be  detected.  The  great  majority, 
the  majority  to  be  protected,  are  the  "sound"  people, 
the  people  who  have  good  security  to  offer.  If  it 
is  known  that  the  Bank  of  England  is  freely  advan- 
cing on  what  in  ordinary  times  is  reckoned  a  good 
security, —  on  what  is  then  commonly  pledged  and 
easily  convertible,  —  the  alarm  of  the  solvent  mer- 
chants and  bankers  will  be  stayed  ;  but  if  securities 
really  good  and  usually  convertible  are  refused  by 
the  Bank,  the  alarm  will  not  abate,  the  other  loans 
made  will  fail  in  obtaining  their  end,  and  the  panic 
will  become  worse  and  worse. 

It  may   be  said  that   the   reserve    in  the   Banking 


LOMBARD   STREET.  —  THE  BANK  AND  ITS  RESERVE.      129 

Department  will  not  be  enough  for  all  such  loans. 
If  that  be  so,  the  Banking  Department  must  fail; 
but  lending  is  nevertheless  its  best  expedient, — this 
is  the  method  of  making  its  money  go  the  farthest, 
and  of  enabling  it  to  get  through  the  panic  if 
anything  will  so  enable  it.  Making  no  loans,  as  we 
have  seen,  will  ruin  it;  making  large  loans  and  stop- 
ping, as  we  have  also  seen,  will  ruin  it.  The  only 
safe  plan  for  the  Bank  is  the  brave  plan, —  to  lend 
in  a  panic  on  every  kind  of  current  security,  or  every 
sort  on  which  money  is  ordinarily  and  usually  lent. 
This  policy  may  not  save  the  Bank ;  but  if  it  do 
not,  nothing  will  save  it. 

If  we  examine  the  manner  in  which  the  Bank  of 
England  has  fulfilled  these  duties,  we  shall  find,  as 
we  found  before,  that  the  true  principle  has  never 
been  grasped ;  that  the  policy  has  been  inconsistent ; 
that  though  the  policy  has  much  improved,  there 
still  remain  important  particulars  in  which  it  might 
be  better  than  it  is. 

The  first  panic  of  which  it  is  necessary  here  to 
speak  is  that  of  1825.  I  hardly  think  we  should  de- 
rive much  instruction  from  those  of  1793  and  1797, — 
the  world  has  changed  too  much  since ;  and  during 
the  long  period  of  inconvertible  currency  from  1797  to 
1819,  the  problems  to  be  solved  were  altogether  dif- 
ferent from  our  present  ones.  In  the  panic  of  1825, 
the  Bank  of  England  at  first  acted  as  unwisely  as 
it  was  possible  to  act :  by  every  means  it  tried  to 
restrict  its  advances ;  the  reserve  being  very  small,  it 
endeavored  to  protect  that  reserve  by  lending  as  little 
as  possible.  The  result  was  a  period  of  frantic  and 
almost  inconceivable  violence  :  scarcely  any  one  knew 
whom  to  trust ;  credit  was  almost  suspended ;  the 
country  was,  as  Mr.  Huskisson  expressed  it,  "  within 
twenty-four  hours  of  a  state  of  barter."  Applications 
for  assistance  were  made  to  the  Government ;  but 
though  it  was  well  known  that  the  Government  re- 
fused to  act,  there  was  not,  as  far  as  I  know,  until 
VOL.  V.— 9 
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lately  any  authentic  narrative  of  the  real  facts.  In 
the  Correspondence  of  the  Duke  of  Wellington,  of  all 
places  in  the  world,  there  is  a  full  account  of  them. 
The  Duke  was  then  on  a  mission  at  St.  Petersburg, 
and  Sir  K.  Peel  wrote  to  him  a  letter  of  which  the 
following  is  a  part:  — 

"We  have  been  placed  in  a  very  unpleasant  predicament  on 
the  other  question,  —  the  issue  of  Exchequer  bills  by  Government. 
The  feeling  of  the  City,  of  many  of  our  friends,  of  some  of  the 
Opposition,  was  decidedly  in  favor  of  the  issue  of  Exchequer  bills 
to  relieve  the  merchants  and  manufacturers. 

' '  It  was  said  in  favor  of  the  issue,  that  the  same  measure  had 
been  tried  and  succeeded  in  1793  and  1811.  Our  friends  whis- 
pered about  that  we  were  acting  quite  in  a  different  manner  from 
that  in  which  Mr.  Pitt  did  act,  and  would  have  acted  had  he  been 
alive. 

' '  We  felt  satisfied  that  however  plausible  were  the  reasons  urged 
in  favor  of  the  issue  of  Exchequer  bills,  yet  that  the  measure  was 
a  dangerous  one,  and  ought  to  be  resisted  by  the  Government. 

"There  are  thirty  millions  of  Exchequer  bills  outstanding;  the 
purchases  lately  made  by  the  Bank  can  hardly  maintain  them  at 
par.  If  there  were  a  new  issue  to  such  an  amount  as  that  contem- 
plated,—  viz.,  five  millions, — there  would  be  a  great  danger  that 
the  whole  mass  of  Exchequer  bills  would  be  at  a  discount,  and 
would  be  paid  into  the  revenue.  If  the  new  Exchequer  bills  were 
to  be  issued  at  a  different  rate  of  interest  from  the  outstanding 
ones, — say  bearing  an  interest  of  five  per  cent., — the  old  ones 
would  be  immediately  'at  a  great  discount  unless  the  interest  were 
raised  ;  if  the  interest  were  raised,  the  charge  on  the  revenue  would 
be  of  course  proportionate  to  the  increase  of  rate  of  interest.  We 
found  that  the  Bank  had  the  power  to  lend  money  on  deposit  of 
goods :  as  our  issue  of  Exchequer  bills  would  have  been  useless 
unless  the  Bank  cashed  them,  as  therefore  the  intervention  of  the 
Bank  was  in  any  event  absolutely  necessary,  and  as  its  intervention 
would  be  chiefly  useful  by  the  effect  which  it  would  have  in  in- 
creasing the  circulating  medium,  we  advised  the  Bank  to  take  the 
whole  affair  into  their  own  hands  at  once,  —  to  issue  their  notes  on 
the  security  of  goods  instead  of  issuing  them  on  Exchequer  bills, 
such  bills  being  themselves  issued  on  that  security. 

"They  reluctantly  consented,  and  rescued  us  from  a  very  em- 
barrassing predicament." 
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The  success  of  the  Bank  of  England  on  this  oc- 
casion was  owing  to  its  complete  adoption  of  right 
principles.  The  Bank  adopted  these  principles  very 
late;  but  when  it  adopted  them  it  adopted  them  com- 
pletely. According  to  the  official  statement  which  I 
quoted  before,  "We"  (that  is,  the  Bank  directors) 
lent  money  "by  every  possible  means,  and  in  modes 
which  we  had  never  adopted  before  :  we  took  in  stock 
on  security,  we  purchased  Exchequer  bills,  we  made 
advances  on  Exchequer  bills  ;  we  not  only  discounted 
outright,  but  we  made  advances  on  the  deposit  of 
bills  of  exchange  to  an  immense  amount, — in  short, 
by  every  possible  means  consistent  with  the  safety 
of  the  Bank."  And  for  the  complete  and  courageous 
adoption  of  this  policy  at  the  last  moment,  the  di- 
rectors of  the  Bank  of  England  at  that  time  deserve 
great  praise,  for  the  subject  was  then  less  understood 
•  even  than  it  is  now  :  but  the  directors  of  the  Bank 
deserve  also  severe  censure,  for  previously  choosing 
a  contrary  policy ;  for  being  reluctant  to  adopt  the 
new  one,  and  for  at  last  adopting  it  only  at  the  re- 
quest of,  and  upon  a  joint  responsibility  with,  the 
executive  Government. 

After  1825  there  was  not  again  a  real  panic  in 
the  money  market  till  1847.  Both  of  the  crises  of 
1837  and  1839  were  severe,  but  neither  terminated 
in  a  panic;  both  were  arrested  before  the  alarm 
reached  its  final  intensity :  in  neither,  therefore,  could 
the  policy  of  the  Bank  at  the  last  stage  of  fear  be 
tested. 

In  the  three  panics  since  1844  —  in  1847,  1857,  and 
1866  —  the  policy  of  the  Bank  has  been  more  or  less 
affected  by  the  Act  of  1844,  and  I  cannot  therefore 
discuss  it  fully  within  the  limits  which  I  have  pre- 
scribed for  myself.  I  can  only  state  two  things :  — 
First,  that  the  directors  of  the  Bank  above  all  things 
maintain  that  they  have  not  been  in  the  earlier  stage 
of  panic  prevented  by  the  Act  of  1844  from  making 
any  advances  which  they  would  otherwise  have  then 
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made.  Secondly,  that  in  the  last  stage  of  panic,  the 
Act  of  1844  has  been  already  suspended,  rightly  or 
wrongly,  on  these  occasions;  that  no  similar  occasion 
has  ever  yet  occurred  in  which  it  has  not  been  sus- 
pended ;  and  that,  rightly  or  wrongly,  the  world 
confidently  expects  and  relies  that  in  all  similar  cases 
it  will  be  suspended  again.  Whatever  theory  may 
prescribe,  the  logic  of  facts  seems  peremptory  so 
far;  and  these  principles  taken  together  amount  to 
saying  that  by  the  doctrine  of  the  directors,  the  Bank 
of  England  ought,  as  far  as  they  can,  to  manage  a 
panic  with  the  Act  of  1844  pretty  much  as  they 
would  manage  one  without  it,  —  in  the  early  stage 
of  the  panic  because  then  they  are  not  fettered,  and 
in  the  latter  because  then  the  fetter  has  been  removed. 

We  can  therefore  estimate  the  policy  of  the  Bank 
of  England  in  the  three  panics  which  have  happened 
since  the  Act  of  1844,  without  inquiring  into  the 
effect  of  the  act  itself.  It  is  certain  that  in  all  of 
these  panics  the  Bank  has  made  very  large  advances 
indeed.  It  is  certain,  too,  that  in  all  of  them  the 
Bank  has  been  quicker  than  it  was  in  1825 ;  that 
in  all  of  them  it  has  less  hesitated  to  use  its  bank- 
ing reserve  in  making  the  advances  which  it  is  one 
principal  object  of  maintaining  that  reserve  to  make, 
and  to  make  at  once.  But  there  is  still  a  consider- 
able evil :  no  one  knows  on  what  kind  of  securities 
the  Bank  of  England  will  at  such  periods  make  the 
advances  which  it  is  necessary  to  make. 

As  we  have  seen,  principle  requires  that  such  ad- 
vances, if  made  at  all  for  the  purpose  of  curing  panic, 
should  be  made  in  the  manner  most  likely  to  cure 
that  panic;  and  for  this  purpose,  they  should  be 
made  on  everything  which  in  common  times  is  good 
"banking  security."  The  evil  is,  that  owing  to  ter- 
ror, what  is  commonly  good  security  has  ceased  to 
be  so :  and  the  true  policy  is,  so  to  use  the  banking 
reserve  that  if  possible  the  temporary  evil  may  be 
stayed  and  the  common  course  of  business  be  restored ; 
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and  this   can  only  be  effected   by  advancing  on  all 
good  banking  securities. 

Unfortunately,  the  Bank  of  England  do  not  take 
this  course.  The  Discount  office  is  open  for  the  dis- 
count of  good  bills,  and  makes  immense  advances 
accordingly;  the  Bank  also  advances  on  consols 
and  India  securities,  though  there  was  in  the  crisis 
of  1866  believed  to  be  for  a  moment  a  hesitation  in 
so  doing :  but  these  are  only  a  small  part  of  the 
securities  on  which  money  in  ordinary  times  can 
be  readily  obtained,  and  by  which  its  repayment  is 
fully  secured.  Railway  debenture  stock  is  as  good  t 
a  security  as  a  commercial  bill,  and  many  people 
(of  whom  I  own  I  am  one)  think  it  safer  than  India 
stock,  —  on  the  whole  a  great  railway  is,  we  think, 
less  liable  to  unforeseen  accidents  than  the  strange 
Empire  of  India  ;  but  I  doubt  if  the  Bank  of  Eng- 
land in  a  panic  would  advance  on  railway  debenture 
stock,  —  at  any  rate,  no  one  has  any  authorized  rea- 
son for  saying  that  it  would.  And  there  are  many 
other  such  securities. 

The  amount  of  the  advance  is  the  main  consider- 
ation for  the  Bank  of  England,  and  not  the  nature 
of  the  security  on  which  the  advance  is  made,  always 
assuming  the  security  to  be  good.  An  idea  prevails 
(as  I  believe)  at  the  Bank  of  England,  that  they 
ought  not  to  advance  during  a  panic  on  any  kind 
of  security  on  which  they  do  not  commonly  advance ; 
but  if  bankers  for  the  most  part  do  advance  on  such 
security  *in  common  times,  and  if  that  security  is 
indisputably  good,  the  ordinary  practice  of  the  Bank 
of  England  is  immaterial.  In  ordinary  times  the 
Bank  is  only  one  of  many  lenders,  whereas  in  a  panic  v 
it  is  the  sole  lender ;  and  we  want, .  as  far  as  we 
can,  to  bring  back  the  unusual  state  of  a  time  of 
panic  to  the  common  state  of  ordinary  times. 

In  common  opinion  there  is  always  great  uncer- 
tainty as  to  the  conduct  o*f  the  Bank  :  the  Bank  has 
never  laid  down  any  clear  and  sound  policy  on  the 
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subject ;  as  we  have  seen,  some  of  its  directors 
(like  Mr.  Hankey)  advocate  an  erroneous  policy. 
The  public  is  never  sure  what  policy  will  be  adopted 
at  the  most  important  moment  •  it  is  not  sure  what 
amount  of  advance  will  be  made,  or  on  what  security 
it  will  be  made.  The  best  palliative  to  a  panic  is 
a  confidence  in  the  adequate  amount  of  the  Bank 
reserve,  and- in  the  efficient  use  of  that  reserve;-  and 
until  we  have  on  this  point  a  clear  understanding 
with  the  Bank  of  England,  both  our  liability  to  crises 
and  our  terror  at  crises  will  always  be  greater  than 
they  would  otherwise  be. 


CHAPTER    VIII. 

THE  GOVERNMENT  OF  THE  BANK  OF  ENGLAND. 

THE  Bank  of  England  is  governed  by  a  Board  of 
Directors,  a  Governor,  and  a  Deputy-Governor ;  and 
the  mode  in  which  these  are  chosen,  and  the  time  for 
which .  they  hold  office,  affect  the  whole  of  its  busi- 
ness. The  Board  of  Directors  is  in  fact  self-electing. 
In  theory  a  certain  portion  go  out  annually,  remain 
out  for  a  year,  and  are  subject  to  re-election  by  the 
proprietors  :  but  in  fact  they  are  nearly  always,  and 
always  if  the  other  directors  wish  it,  re-elected  after 
a  year;  such  has  been  the  unbroken  practice  of 
many  years,  and  it  would  be  hardly  possible  now  to 
break  it.  When  a  vacancy  occurs  by  death  or  resig- 
nation, the  whole  board  chooses  the  new  member ; 
and  they  do  it,  as  I  am  told,  with  great  care.  For 
a  peculiar  reason,  it  is  important  that  the  directocs 
should  be  young  when  they  begin  ;  and  accordingly 
the  board  run  over  the  names  of  the  most  attentive 
and  promising  young  men  in  the  old-established  firms 
of  London,  and  select  the  one  who,  they  think,  will 
be  most  suitable  for  a  bank  director.  There  is  a 
considerable  ambition  to  fill  the  office :  the  status 
which  is  given  by  it,  both  to  the  individual  who  fills 
it  and  to  the  firm  of  merchants  to  which  he  belongs, 
is  considerable.  There  is  surprisingly  little  favor 
shown  in  the  selection ;  there  is  a  great  wish  on  the 
part  of  the  Bank  directors  for  the  time  being  to  pro- 
vide, to  the  best  of  their  ability,  for  the  future  good 
government  of  the  Bank.  Very  few  selections  in  the 
world  are  made  with  nearly  equal  purity.  There  is  a 
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sincere  desire  to  do  the  best  for  the  Bank,  and  to  ap- 
point a  well-conducted  young  man  who  has  begun  to 
attend  to  business,  and  who  seems  likely  to  be  fairly 
sensible  and  fairly  efficient  twenty  years  later. 

The  age  is  a  primary  matter.  The  offices  of  Gov- 
ernor and  Deputy-Governor  are  given  in  rotation  ;  the 
Deputy-Governor  always  succeeds  the  Governor,  and 
usually  the  oldest  director  who  has  not  been  in  office 
becomes  Deputy-Governor.  Sometimes,  from  personal 
reasons,  such  as  ill-health  or  special  temporary  occu- 
pation, the  time  at  which  a  director  becomes  Deputy- 
Governor  may  b0  a  little  deferred  ;  and  in  some  few 
cases,  merchants  in  the  greatest  business  have  been 
permitted  to  decline  entirely  :  but  for  all  general  pur- 
poses the  rule  may  be  taken  as  absolute,  —  save  in 
rare  cases,  a  director  must  serve  his  time  as  Governor 
and  Deputy-Governor  nearly  when  his  turn  comes, 
and  he  will  not  be  asked  to  serve  much  before  his 
turn.  It  is  usually  about  twenty  years  from  the 
time  of  a  man's  first  election  that  he  arrives,  as 
it  is  called,  at  the  chair ;  and  as  the  offices  of  Governor 
and  Deputy-Governor  are  very  important,  a  man 
who  fills  them  should  be  still  in  the  vigor  of  life  : 
accordingly,  Bank  directors,  when  first  chosen  by  the 
board,  are  always  young  men. 

At  first  this  has  rather  a  singular  effect  ;  a 
stranger  hardly  knows  what  to  make  of  it.  Many 
years  since,  I  remember  seeing  a  very  fresh  and 
nice-looking  young  gentleman,  and  being  struck  with 
astonishment  at  being  told  that  he  was  a  director 
of  the  Bank  of  England.  I  had  always  imagined 
such  directors  to  be  men  of  tried  sagacity  and  long 
experience,  and  I  was  amazed  that  a  cheerful  young 
man  should  be  one  of  them  ;  I  believe  I  thought  it 
was  a  little  dangerous  :  I  thought  such  young  men 
could  not  manage  the  Bank  well ;  I  feared  they  had 
the  power  to  do  mischief. 

Further  inquiry,  however,  soon  convinced  me  that 
they  had  not  the  power.  Naturally,  young  men  have 
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not  much  influence  at  a  board  where  there  are  many 
older  members ;  and  in  the  Bank  of  England  there  is 
a  special  provision  for  depriving1  them  of  it  if  they 
get  it.  Some  of  the  directors,  as  I  have  said,  retire 
annually :  but  by  courtesy  it  is  always  the  young 
ones  ;  those  who  have  passed  the  chair  —  that  is,  who 
have  served  the  office  of  Governor — always  remain. 
The  young  part  of  the  board  is  the  fluctuating  part, 
and  the  old  part  is  the  permanent  part ;  and  there- 
fore it  is  not  surprising  that  the  young  part  has 
little  influence.  The  Bank  directors  may  be  blamed 
for  many  things,  but  they  cannot  be  blamed  for  the 
changeableness  and  excitability  of  a  neocracy. 

Indeed,  still  better  to  prevent  it,  the  elder  mem- 
bers of  the  board  —  that  is,  those  who  have  passed 
the  chair — form  a  standing  committee  of  indefinite 
powers,  which  is  called  the  Committee  of  Treasury. 
I  say  "indefinite  powers";  for  I  am  not  aware  that 
any  precise  description  has  ever  been  given  of  them, 
and  I  doubt  if  they  can  be  precisely  described.  They 
are  sometimes  said  to  exercise  a  particular  control 
over  the  relations  and  negotiations  between  the  Bank 
and  the  Government ;  but  I  confess  that  I  believe 
that  this  varies  very  much  with  the  character  of  the 
Governor  for  the  time  being,  —  a  strong  Governor 
does  much  mainly  upon  his  own  responsibility,  and 
a  weak  Governor  does  little.  Still,  the  influence  of 
the  Committee  of  Treasury  is  always  considerable, 
though  not  always  the  same.  They  form  a  cabinet 
of  mature,  declining,  and  old  men,  just  close  to  the 
executive ;  and  for  good  or  evil,  such  a  cabinet  must 
have  much  power. 

By  old  usage,  the  directors  of  the  Bank  of  Eng- 
land cannot  be  themselves  by  trade  bankers.  This  is 
a  relic  of  old  times  :  every  bank  was  supposed  to  be 
necessarily  more  or  less  in  opposition  to  every  other 
bank,  —  banks  in  the  same  place  to  be  especially  in 
opposition ;  in  consequence,  in  London,  no  banker  has 
a  chance  of  being  a  Bank  director,  or  would  ever 
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think  of  attempting  to  be  one.  I  am  here  speaking 
of  bankers  in  the  English  sense,  and  in  the  sense 
that  would  surprise  a  foreigner.  One  of  the  Roth- 
schilds is  on  the  Bank  direction,  and  a  foreigner 
would  be  apt  to  think  that  they  were  bankers  if  any 
one  was  ;  but  this  only  illustrates  the  essential  dif- 
ference between  our  English  notions  of  banking  and 
the  Continental,  —  ours  have  attained  a  much  fuller 
development  than  theirs.  Messrs.  Rothschild  are  im- 
mense capitalists,  having  doubtless  much  borrowed 
mpney  in  their  hands ;  but  they  do  not  take  £100 
payable  on  demand  and  pay  it  back  in  checks  of  £5 
each,  and  that  is  our  English  banking.  The  borrowed 
money  which  they  have  is  in  large  sums,  borrowed 
for  terms  more  or  less  long :  English  bankers  deal  ^ 
with  an  aggregate  of  small  sums,  all  of  which  are 
repayable  on  short  notice  or  on  demand.  And  the 
way  the  two  employ  their  money  is  different  also. 
A  foreigner  thinks  "an  exchange  business  "--that  is, 
the  buying  and  selling  bills  on  foreign  countries  —  a 
main  part  of  banking ;  as  I  have  explained,  remit- 
tance is  one  of  the  subsidiary  conveniences  which 
early  banks  subserve  before  deposit  banking  begins : 
but  the  mass  of  English  country  bankers  only  give 
bills  on  places  in  England  or  on  London,  and  in  Lon- 
don the  principal  remittance  business  has  escaped  out 
of  the  hands  of  the  bankers.  Most  of  them  would 
not  know  how  to  carry  through  a  great  "exchange 
operation,"  or  to  "bring  home  the  returns";  they 
would  as  soon  think  of  turning  silk  merchants.  The 
exchange  trade  is  carried  on  by  a  small  and  special 
body  of  foreign  bill-brokers,  of  whom  Messrs.  Roth- 
schild are  the  greatest.  One  of  that  firm  may  there- 
fore well  be  on  the  Bank  direction,  notwithstanding 
the  rule  forbidding  bankers  to  be  there  ;  for  he  and 
his  family  are  not  English  bankers,  either  by  the 
terms  on  which  they  borrow  money  or  the  mode  in 
which  they  employ  it.  But  as  to  bankers  in  the 
English  sense  of  the  word,  the  rule  is  rigid  and 
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absolute  :  not  only  no  private  banker  is  a  director 
of  the  Bank  of  England,  but  no  director  of  any  joint- 
stock  bank  would  be  allowed  to  become  such ;  the 
two  situations  would  be  taken  to  be  incompatible. 

The  mass  of  the  Bank  directors  are  merchants 
of  experience,  employing  a  considerable  capital  in 
trades  in  which  they  have  been  brought  up  and  with 
which  they  are  well  acquainted.  Many  of  them  have 
information  as  to  the  present  course  of  trade,  and  as 
to  the  character  and  wealth  of  merchants,  which  is 
most  valuable  —  or  rather  is  all  but  invaluable  —  to 
the  Bank.  Many  of  them,  too,  are  quiet,  serious  men, 
who,  by  habit  and  nature,  watch'  with  some  kind 
of  care  every  kind  of  business  in  which  they  are 
engaged,  and  give  an  anxious  opinion  on  it.  Most  of 
them  have  a  good  deal  of  leisure  ;  for  the  life  of  a 
man  of  business  who  employs  only  his  own  capital,  V 
and  employs  it  nearly  always  in  the  same  way,  is 
by  no  means  fully  employed.  Hardly  any  capital  is 
enough  to  employ  the  principal  partner's  time,  and 
if  such  a  man  is  very  busy  it  is  a  sign  of  something 
wrong :  either  he  is  working  at  detail,  which  sub- 
ordinates would  do  better  and  which  he  had  better 
leave  alone,  or  he  is  engaged  in  too  many  specula- 
tions, is  incurring  more  liabilities  than  his  capital  will 
bear,  and  so  may  be  ruined.  In  consequence,  every 
commercial  city  abounds  in  men  who  have  great 
business  ability  and  experience,  who  are  not  fully 
occupied,  who  wish  to  be  occupied,  and  who  are  very 
glad  to  become  directors  of  public  companies  in  order 
to  be  occupied.  The  direction  of  the  Bank  of  England 
has  for  many  generations  been  composed  of  such  men. 

Such  a  government  for  a  joint-stock  company  is 
very  good  if  its  essential  nature  be  attended  to,  and 
very  bad  if  that  nature  be  not  attended  to.  That 
government  is  composed  of  men  with  a  high  average 
of  general  good  sense,  with  an  excellent  knowledge  of 
business  in  general,  but  without  any  special  knowl- 
edge of  the  particular  business  in  which  they  are 
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engaged.  Ordinarily,  in  joint-stock  banks  and  com- 
panies this  deficiency  is  cured  by  the  selection  of 
a  manager  of  the  company,  who  has  been  specially 
trained  to  that  particular  trade,  and  who  engages  to 
devote  all  his  experience  and  all  his  ability  to  the 
affairs  of  the  company ;  the  directors,  and  often  a 
select  committee  of  them  more  especially,  consult 
with  the  manager,  and  after  hearing  what  he  has  to 
say,  decide  on  the  affairs  of  the  company.  There  is 
in  all  ordinary  joint-stock  companies  a  fixed  executive 
specially  skilled,  and  a  somewhat  varying  council 
not  specially  skilled ;  the  fixed  manager  insures  conti- 
nuity and  experience  in  the  management,  and  a  good 
board  of  directors  insures  general  wisdom. 

But  in  the  Bank  of  England  there  is  no  fixed 
executive :  the  Governor  and  Deputy-Governor,  who 
form  that  executive,  change  every  two  years.  I  be- 
lieve, indeed,  that  such  was  not  the  original  intention 
of  the  founders  :  in  the  old  days  of  few  and  great 
privileged  companies,  the  chairman,  though  periodi- 
cally elected,  was  practically  permanent  so  long  as 
his  policy  was  popular ;  he  was  the  head  of  the 
ministry,  and  ordinarily  did  not  change  unless  the 
Opposition  came  in.  But  this  idea  has  no  present 
relation  to  the  constitution  of  the  Bank  of  England  : 
at  present  the  Governor  and  Deputy-Governor  almost 
always  change  at  the  end  of  two  years  ;  the  case 
of  any  longer  occupation  of  the  chair  is  so  very 
rare  that  it  need  not  be  taken  account  of.  And  the 
Governor  and  Deputy-Governor  of  the  Bank  cannot 
well  be  shadows  :  they  are  expected  to  be  constantly 
present ;  to  see  all  applicants  for  advances  out  of  the 
ordinary  routine  ;  to  carry  on  the  almost  continuous 
correspondence  between  the  Bank  and  its  largest  cus- 
tomer the  Government ;  to  bring  all  necessary  mat- 
ters before  the  Board  of  Directors  or  the  Committee 
of  Treasury,  —  in  a  word,  to  do  very  much  of  what 
falls  to  the  lot  of  the  manager  in  most  companies. 
Under  this  shifting  chief  executive  there  are  indeed 
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very  valuable  heads  of  departments ;  the  head  of  the 
Discount  Department  is  especially  required  to  be  a 
man  of  ability  and  experience.  But  these  officers  are 
essentially  subordinate ;  no  one  of  them  is  like  the 
general  manager  of  an  ordinary  bank,  the  head  of 
all  action  :  the  perpetually  present  executive,  the  Gov- 
ernor and  Deputy-Governor,  make  it  impossible  that 
any  subordinate  should  have  that  position.  A  really 
able  and  active-minded  Governor,  being  required  to 
sit  all  day  in  the  Bank,  in  fact  does  and  can  hardly 
help  doing  its  principal  business. 

In  theory,  nothing  can  be  worse  than  this  gov- 
ernment for  a  bank  :  a  shifting  executive ;  a  board 
of  directors  chosen  too  young  for  it  to  be  known 
whether  they  are  able ;  a  committee  of  management 
in  which  seniority  is  the  necessary  qualification  and 
old  age  the  common  result ;  and  no  trained  bankers 
anywhere. 

Even  if  the  Bank  of  England  were  an  ordinary 
bank,  such  a  constitution  would  be  insufficient ;  but 
its  inadequacy  is  greater,  and  the  consequences  of 
that  inadequacy  far  worse,  because  of  its  greater 
functions.  The  Bank  of  England  has  to  keep  the 
sole  banking  reserve  of  the  country ;  has  to  keep  it 
through  all  changes  of  the  money  market  and  all 
turns  of  the  exchanges ;  has  to  decide  on  the  instant 
in  a  panic  what  sort  of  advances  should  be  made, 
to  what  amounts,  and  for  what  dates :  and  yet  it 
has  a  constitution  plainly  defective.  So  far  from 
the  government  of  the  Bank  of  England  being  bet- 
ter than  that  of  any  other  bank, — as  it  ought  to 
be,  considering  that  its  functions  are  much  harder 
and  graver,  —  any  one  would  be  laughed  at  who  pro- 
posed it  as  a  model  for  the  government  of  a  new 
bank ;  and  that  government,  if  it  were  so  proposed, 
would  on  all  hands  be  called  "old-fashioned"  and 
"curious." 

As  was  natural,  the  effects  —  good  and  evil  —  of 
its  constitution  are  to  be  seen  in  every  part  of  the 
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Bank's  history.  On  one  vital  point,  the  Bank's  man- 
agement has  been  excellent :  it  has  done  perhaps  less 
"bad  business'' — certainly  less  very  bad  business  — 
than  any  bank  of  the  same  size  and  the  same  age. 
In  all  its  history  I  do  not  know  that  its  name  has 
ever  been  connected  with  a  single  large  and  discred- 
itable bad  debt ;  there  has  never  been  a  suspicion  that 
it  was  "worked"  for  the  benefit  of  any  one  man  or 
any  combination  of  men  :  the  great  respectability  of 
the  directors,  and  the  steady  attention  many  of  them 
have  always  given  the  business  of  'the  Bank,  have 
kept  it  entirely  free  from  anything  dishonorable  and 
discreditable.  Steady  merchants  collected  in  council 
are  an  admirable  judge  of  bills  and  securities  :  they 
always  know  the  questionable  standing  of  dangerous 
persons ;  they,  are  quick  to  note  the  smallest  signs  of 
corrupt  transactions,  and  no  sophistry  will  persuade 
the  best  of  them  out  of  their  good  instincts.  You 
could  not  have  made  the  directors  of  the  Bank  of 
England  do  the  sort  of  business  which  "Overends" 
at  last  did,  except  by  a  moral  miracle  —  except  by 
changing  their  nature  •  and  the  fatal  career  of  the 
Bank  of  the  United  States  would,  under  their  manage- 
ment, have  been  equally  impossible.  Of  the  ultimate 
solvency  of  the  Bank  of  England,  or  of  the  eventual 
safety  of  its  vast  capital,  even  at  the  worst  periods 
of  its  history,  there  has  not  been  the  least  doubt. 

But  nevertheless,  as  we  have  seen,  the  policy  of 
the  Bank  has  frequently  been  deplorable ;  and  at 
such  times  the  defects  of  its  government  have  aggra- 
vated if  not  caused  its  calamities. 

In  truth,  the  executive  of  the  Bank  of  England 
is  now  much  such  as  the  executive  of  a  public  de- 
partment—  of  the  Foreign  Office  or  the  Home  Office— 
would  be  in  which  there  was  no  responsible  perma- 
nent head.  In  these  departments  of  Government,  the 
actual  chief  changes  nearly  though  not  quite  as  often 
as  the  Governor  of  the  Bank  of  England  ;  the  par- 
liamentary Under-Secretary  —  the  Deputy-Governor,  so 
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to  speak,  of  that  office  —  changes  nearly  as  often  :  and 
if  the  administration  solely  or  in  its  details  depended 
on  these  two,  it  would  stop.  New  men  could  not 
carry  it  on  with  vigor  and  efficiency;  indeed,  they 
could  not  carry  it  on  at  all :  but  in  fact  they  are  as- 
sisted by  a  permanent  under-secretary,  who  manages 
all  the  routine  business,  who  is  the  depository  of 
the  secrets  of  the  office,  who  embodies  its  traditions, 
who  is  the  hyphen  between  changing  administrations,  i 
In  consequence  of  this  assistance,  the  continuous  busi- 
ness of  the  department  is  for  the  most  part  managed 
sufficiently  well,  notwithstanding  frequent  changes  in 
the  heads  of  administration  ;  and  it  is  only  by  such 
assistance  that  such  business  could  be  so  managed. 
The  present  administration  of  the  Bank  is  an  attempt 
to  manage  a  great,  a  growing,  and  a  permanently 
continuous  business  without  an  adequate  permanent 
element  and  a  competent  connecting  link. 

In  answer,  it  may  be  said  that  the  duties  which 
press  on  the  Governor  and  Deputy-Governor  of  the 
Bank  are  not  so  great  or  so  urgent  as  those  which 
press  upon  the  heads  of  official  departments.  And 
perhaps  in  point  of  mere  labor  the  Governor  of  the 
Bank  has  the  advantage,  —  banking  never  ought  to  i 
be  an  exceedingly  laborious  trade ;  there  must  be 
a  great  want  of  system  and  a  great  deficiency  in 
skilled  assistance  if  extreme  labor  is  thrown  upon 
the  chief :  but  in  importance,  the  functions  of  the 
head  of  the  Bank  rank  as  high  as  those  of  any 
department,  —  the  cash  reserve  of  the  country  is  as 
precious  a  deposit  as  any  set  of  men  can  have  the L 
care  of.  And  the  difficulty  of  dealing  with  a  panic 
(as  the  administration  of  the  Bank  is  forced  to  deal 
with  it)  is  perhaps  a  more  formidable  instant  diffi- 
culty than  presses  upon  any  single  minister;  at  any 
rate  it  comes  more  suddenly,  and  must  be  dealt  with 
more  immediately,  than  most  comparable  difficulties  : 
and  the  judgment,  the  nerve,  and  the  vigor  needful 
to  deal  with  it  are  plainly  rare  and  great. 
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The  natural  remedy  would  be,  to  appoint  a  per- 
manent Governor  of  the  Bank.  Nor,  as  I  have  said, 
can  there  be  much  doubt  that  such  was  the  intention 
of  its  founders.  All  the  old  companies  which  have 
their  beginning  in  the  seventeenth  century  had  the 
same  constitution,  and  those  of  them  which  have  lin- 
gered down  to  our  time  retain  it :  the  Hudson's  Bay 
Company,  the  South  Sea  Company,  the  East  India 
Company,  were  all  founded  with  'a  sort  of  sovereign 
executive,  intended  to  be  permanent  and  intended  to 
be  efficient.  This  is  indeed  the  most  natural  mode  of 
forming  a  company  in  the  minds  of  those  to  whom 
companies  are  new.  Such  persons  will  have  always 
seen  business  transacted  a  good  deal  despotically ; 
they  will  have  learnt  the  value  of  prompt  decision 
and  of  consistent  policy  ;  they  will  have  often  seen  that 
business  is  best  managed  when  those  who  are  con- 
ducting it  could  scarcely  justify  the  course  they  are 
pursuing  by  distinct  argument  which  others  could 
understand.  All  City  people  make  their  money  by 
investments,  for  which  there  are  often  good  argu- 
mentative reasons ;  but  they  would  hardly  ever  be 
able,  if  required  before  a  parliamentary  committee,  to 
state  those  reasons.  They  have  become  used  to  act 
on  them  without  distinctly  analyzing  them,  and  —  in 
a  monarchical  way  —  with  continued  success  only  as  a 
test  of  their  goodness.  Naturally  such  persons,  when 
proceeding  to  form  a  company,  make  it  upon  the 
model  of  that  which  they  have  been  used  to  see 
successful :  they  provide  for  the  executive  first  and 
above  all  things.  How  much  this  was  in  the  minds 
of  the  founders  of  the  Bank  of  England  may  be 
judged  of  by  the  name  which  they  gave  it :  its  cor- 
porate name  is  "The  Governor  and  Company  of  the 
Bank  of  England " ;  so  important  did  the  founders 
think  the  executive  that  they  mentioned  it  distinctly, 
and  mentioned  it  first. 

And  not  only  is  this  constitution  of  a  company 
the  most  natural  in  the  early  days  when  companies 


LOMBARD   STREET.  —  GOVERNMENT   OF   THE   BANK.      145 

were  new,  it  is  also  that  which  experience  has  shown 
to  be  the  most  efficient  now  that  companies  have  ** 
long  been  tried.  Great  railway  companies  are  man- 
aged upon  no  other:  scarcely  any  instance  of  great 
success  in  a  railway  can  be  mentioned  in  which  the 
chairman  has  not  been  an  active  and  judicious  man 
of  business,  constantly  attending  to  the  affairs  of  the 
company ;  a  thousand  instances  of  railway  disaster 
can  be  easily  found  in  which  the  chairman  was  only 
a  nominal  head,  —  a  nobleman,  or  something  of  that 
sort,  chosen  for  show;  "railway  chairmanship"  has 
become  a  profession,  so  much  is  efficiency  valued  in 
it  and  so  indispensable  has  ability  been  found  to  be. 
The  plan  of  appointing  a  permanent  "chairman" 
at  the  Bank  of  England  is  strongly  supported  by 
much  modern  experience. 

Nevertheless,  I  hesitate  as  to  its  expediency ;  at 
any  rate,  there  are  other  plans  which  for  several 
reasons  should,  I  think,  first  be  tried  in  preference. 

First.  This  plan  would  be  exceedingly  unpopular. 
A  permanent  Governor  of  the  Bank  of  England  would 
be  one  of  the  greatest  men  in  England.  He  would 
be  a  little  "monarch"  in  the  City;  he  would  be  far 
greater  than  the  Lord  Mayor.  He  would  be  the  per- 
sonal embodiment  of  the  Bank  of  England  ;  he  would 
be  constantly  clothed  with  an  almost  indefinite  pres- 
tige. Everybody  in  business  would  bow  down  before 
him  and  try  to  stand  well  with  him,  for  he  might  in 
a  panic  be  able  to  save  almost  any  one  he  liked  and 
to  ruin  almost  any  one  he  liked  ;  a  day  might  come 
when  his  favor  might  mean  prosperity  and  his  dis- 
trust might  mean  ruin.  A  position  with  so  much 
real  power  and  so  much  apparent  dignity  would  be 
intensely  coveted.  Practical  men  would  be  apt  to 
say  that  it  was  better  than  the  Prime-Ministership  ; 
for  it  would  last  much  longer,  and  would  have  a 
greater  jurisdiction  over  that  which  practical  men 
would  most  value,  —  over  money.  At  all  events,  such 
a  Governor,  if  he  understood  his  business,  might 
VOL.  V.— 10 
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make  the  fortunes  of  fifty  men  where  the  Prime 
'Minister  can  make  that  of  one.  Scarcely  anything 
could  be  more  unpopular  in  the  City  than  the  appoint- 
ment of  a  little  king  to  reign  over  them. 

Secondly.  I  do  not  believe  that  we  should  always 
get  the  best  man  for  the  post ;  often  I  fear  that 
we  should  not  even  get  a  tolerable  man.  There  are 
many  cases  in  which  the  offer  of  too  high  a  pay 
would  prevent  our  obtaining  the  man  we  wish  for, 
and  this  is  one  of  them.  A  very  high  pay  of  pres- 
tige is  almost  always  very  dangerous:  it  causes  the 
post  to  be  desired  by  vain  men,  by  lazy  men,  by 
men  of  rank  :  and  when  that  post  is  one  of  real  and 
technical  business,  and  when  therefore  it  requires 
much  previous  training,  much  continuous  labor,  and 
much  patient  and  quick  judgment,  all  such  men  are 
dangerous, — but  they  are  sure  to  covet  all  posts  of 
splendid  dignity,  and  can  only  be  kept  out  of  them 
with  the  greatest  difficulty.  Probably  in  every  Cabi- 
net there  are  still  some  members  (in  the  days  of  the 
'Old  close  boroughs  there  were  many)  whose  posts 
have  come  to  them  not  from  personal  ability  or  inher- 
ent merit,  but  from  their  rank,  their  wealth,  or  even 
their  imposing  exterior.  The  highest  political  offices 
are  indeed  kept  clear  of  such  people,  for  in  them 
serious  and  important  duties  must  constantly  be  per- 
formed in  the  face  of  the  world  :  a  Prime  Minister  ; 
or  a  Chancellor  of  the  Exchequer  or  a  Secretary  of  ' 
State  must  explain  his  policy  and  defend  his  actions 
in  Parliament ;  and  the  discriminating  tact  of  a  crit- 
ical assembly,  abounding  in  experience  and  guided 
by  tradition,  will  soon  discover  what  he  is.  But  the 
Governor  of  the  Bank  would  only  perform  quiet 
functions,  which  look  like  routine  though  they  are 
not,  in  which  there  is  no  immediate  risk  of  success 
or  *  failure  ;  which  years  hence  may  indeed  issue  in 
a  crop  of  bad  debts,  but  which  any  grave  person 
may  make  at  the  time  to  look  fair  and  plausible.  A 


*  These  last  two  words  are  nonsense,  but  I  dare  not  disturb  them.  —  ED. 
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large  bank  is  exactly  the  place  where  a  vain  and  shal- 
low person  in  authority,  if  he  be  a  man  of  gravity 
and  method,  as  such  men  often  are,  may  do  infinite 
evil  in  no  long  time  and  before  he  is  detected ;  if-  he 
is  lucky  enough  to  begin  at  a  time  of  expansion  in 
trade,  he  is  nearly  sure  not  to  be  found  out  till  the 
time  of  contraction  has  arrived,  and  then  very  large 
figures  will  be  required  to  reckon  the  evil  he  has 
done. 

And  thirdly.  I  fear  that  the  possession  of  such 
patronage  would  ruin  any  set  of  persons  in  whose 
gift  it  was.  The  election  of  the  chairman  must  be 
placed  either  in  the  court  of  proprietors  or  that  of 
the  directors.  If  the  proprietors  choose,  there  will  be 
something  like  the  evils  of  an  American  presidential 
election.  Bank  stock  will  be  bought  in  order  to  con- 
fer the  qualification  of  voting  at  the  election  of  the 
"chief  of  the  City."  The  chairman,  when  elected, 
may  well  find  that  his  most  active  supporters  are 
large  borrowers  of  the  Bank,  and  he  may  well  be 
puzzled  to  decide  between  his  duty  to  the  Bank  and 
his  gratitude  to  those  who  chose  him.  Probably  if 
he  be  a  cautious  man  of  average  ability,  he  will 
combine  both  evils :  he  will  not  lend  so  much 
money  as  he  is  asked  for,  and  so  will  offend  his  own 
supporters ;  but  will  lend  some  which  will  be  lost, 
and  so  the  profits  of  the  Bank  will  be  reduced.  A 
large  body  of  bank  proprietors  would  make  but  a 
bad  elective  body  for  an  office  of  great  prestige: 
they  would  not  commonly  choose  a  good  person, 
and  the  person  they  did  choose  would  be  bound  by 
promises  that  would  make  him  less  good. 

The  court  of  directors  would  choose  better,  —  a 
small  body  of  men  of  business  would  not  easily  be 
persuaded  to  choose  an  extremely  unfit  man ;  but 
they  would  not  often  choose  an  extremely  good  man. 
The  really  best  man  would  probably  not  be  so  rich  as 
the  majority  of  the  directors,  nor  of  so  much  stand- 
ing ;  and  not  unnaturally  they  would  much  dislike  to 
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elevate  to  the  headship  of  the  City  one  who  was 
much  less  in  the  estimation  of  the  City  than  them- 
selves. And  they  would  be  canvassed  in  every  way 
and  on  every  side  to  appoint  a  man  of  mercantile 
dignity  or  mercantile  influence  :  many  people  of  the 
greatest  prestige  and  rank  in  the  City  would  covet 
so  great  a  dignity,  if  not  for  themselves  at  least  for 
some  friend  or  some  relative,  and  so  the  directors 
would  be  set  upon  from  every  side. 

An  election  so  liable  to  be  disturbed  by  powerful 
vitiating  causes  would  rarely  end  in  a  good  choice. 
The  best  candidate  would  almost  never  be  chosen  ; 
often,  I  fear,  one  would  be  chosen  altogether  unfit 
for  a  post  so  important.  And  the  excitement  of  so 
keen  an  election  would  altogether  disturb  the  quiet 
of  the  Bank.  The  good  and  efficient  working  of  a 
board  of  bank  directors  depends  on  its  internal  har- 
mony ;  and  that  harmony  would  be  broken  forever 
by  the  excitement,  the  sayings,  and  the  acts  of  a 
great  election.  The  Board  of  Directors  would  almost 
certainly  be  demoralized  by  having  to  choose  a  sov- 
ereign ;  and  there  is  no  certainty,  nor  any  great  like- 
lihood indeed,  that  they  would  choose  a  good  one. 

In  France  the  difficulty  of  finding  a  good  body 
to  choose  the  Governor  of  the  Bank  has  been  met 
characteristically :  the  Bank  of  France  keeps  the 
money  of  the  state,  and  the  state  appoints  its  Gov- 
ernor. The  French  have  generally  a  logical  reason  to 
give  for  all  they  do,  though  perhaps  the  results  of 
their  actions  are  not  always  so  good  as  the  reasons 
for  them  :  the  Governor  of  the  Bank  of  France  has 
not  always,  I  am  told,  been  a  very  competent  person ; 
the  Sub-Governor,  whom  the  state  also  appoints,  is, 
as  we  might  expect,  usually  better.  But  for  our 
English  purposes  it  would  be  useless  to  inquire  mi- 
nutely into  this :  no  English  statesman  would  consent 
to  be  responsible  for  the  choice  of  the  Governor  of 
the  Bank  of  England.  After  every  panic,  the  Op- 
position would  say  in  Parliament  that  the  calamity 
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had  been  "grievously  aggravated,"  if  not  wholly 
caused,  by  the  "gross  misconduct"  of  the  Governor 
appointed  by  the  ministry.  Or  possibly  offices  may 
have  changed  occupants,  and  the  ministry  in  power 
at  the  panic  would  be  the  opponents  of  the  ministry 
which  at  a  former  time  appointed  the  Governor  :  in 
that  case  they  would  be  apt  to  feel,  and  to  intimate, 
a  "grave  regret"  at  the  course  which  the  nominee 
of  their  adversaries  had  "thought  it  desirable  to 
pursue " ;  they  would  not  much  mind  hurting  his 
feelings,  and  if  he  resigned  they  would  have  them- 
selves a  valuable  piece  of  patronage  to  confer  on 
one  of  their  own  friends.  ISTo  result  could  be  worse 
than  that  the  conduct  of  the  Bank  and  the*  man- 
agement should  be  made  a  matter  of  party  politics  ; 
and  men  of  all  parties  would  agree  in  this,  even  if 
they  agreed  in  almost  nothing  else. 

I  am  therefore  afraid  that  we  must  abandon  the 
plan  of  improving  the  government  of  the  Bank  of 
England  by  the  appointment  of  a  permanent  Gov- 
ernor; because  we  should  not  be  sure  of  choosing  a 
good  Governor,  and  should  indeed  run  a  great  risk 
for  the  most  part  of  choosing  a  bad  one. 

I  think,  however,  that  much  of  the  advantage, 
with  little  of  the  risk,  might  be  secured  by  a  hum- 
bler scheme.  In  English  political  offices,  as  was 
observed  before,  the  evil  of  a  changing  head  is  made 
possible  by  the  permanence  of  a  dignified  subordinate. 
Though  the  parliamentary  Secretary  of  State  and  the 
parliamentary  Under-Secretary  go  in  and  out  with 
each  administration,  another  under-secretary  remains 
through  all  such  changes,  and  is  on  that  account 
called  "permanent":  now,  this  system  seems  to  me 
in  its  principle  perfectly  applicable  to  the  adminis- 
tration of  the  Bank  of  England.  For  the  reasons 
which  have  just  been  given,  a  permanent  ruler  of 
the  Bank  of  England  cannot  be  appointed ;  for  other 
reasons,  which  were  just  before  given,  some  most 

*  Plainly  a  typographical  error  for  "its."  —  ED. 
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influential  permanent  functionary  is  essential  in  the 
proper  conduct  of  the  business  of  the  Bank :  and 
mutatis  mutandis,  these  are  the  very  difficulties  and 
the  very  advantages  which  have  led  us  to  frame  our 
principal  offices  of  state  in  the  present  fashion. 

Such  a  Deputy-Governor  would  not  be  at  all  a 
"king"  in  the  City:  there  would  be  no  mischiev- 
ous prestige  about  the  office,  there  would  be  no  at- 
traction in  it  for  a  vain  man,  and  there  would  be 
nothing  to  make  it  an  object  of  a  violent  canvass  or 
of  unscrupulous  electioneering ;  the  office  would  be 
essentially  subordinate  in  its  character,  just  like  the 
permanent  secretary  in  a  political  office.  The  pay 
should  be  high,  for  good  ability  is  wanted ;  but  no 
pay  would  attract  the  most  dangerous  class  of  people. 
The  very  influential  but  not  very  wise  City  dignitary 
who  would  be  so  very  dangerous  is  usually  very 
opulent,  —  he  would  hardly  have  such  influence  if 
he  were  not  opulent :  what  he  wants  is  not  money, 
but  "position."  A  Governorship  of  the  Bank  of  Eng- 
land he  would  take  almost  without  salary  ;  perhaps 
he  would  even  pay  to  get  it :  but  a  minor  office  of 
essential  subordination  would  not  attract  him  at  all. 
We  may  augment  the  pay  enough  to  get  a  good 
man,  without  fearing  that  by  such  pay  we  may 
tempt  —  as  by  social  privilege  we  should  tempt - 
exactly  the  sort  of  man  we  do  not  want. 

Undoubtedly  such  a  permanent  official  should  be 
a  trained  banker.  There  is  a  cardinal  difference  be- 
tween banking  and  other  kinds  of  commerce :  you 
can  afford  to  run  much  less  risk  in  banking  than  in  v 
commerce,  and  you  must  take  much  greater  precau- 
tions. In  common  business,  the  trader  can  add  to 
the  cost  price  of  the  goods  he  sells  a  large  mercan- 
tile profit,  say  10  to  15  per  cent.  ;  but  the  banker 
has  to  be  content  with  the  interest  of  money,  which 
in  England  is  not  so  much  as  5  per  cent,  upon  the 
average :  the  business  of  a  banker  therefore  cannot 
bear  so  many  bad  debts  as  that  of  a  merchant, 
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and  he  must  be  much  more  cautious  to  whom  he 
gives  credit.  Eeal  money  is  a  commodity  much  more 
coveted  than  common  goods  :  for  one  deceit  which  is 
attempted  on  -a  manufacturer  or  a  merchant,  twenty 
and  more  are  attempted  on  a  banker.  And  besides, 
a  banker,  dealing  with  the  money  of  others,  and 
money  payable  on  demand,  must  be  always,  as  it 
were,  looking  behind  him  and  seeing  that  he  has 
reserve  enough  in  store  if  payment  should  be  asked 
for,  which  a  merchant  dealing  mostly  with  his  own 
capital  need  not  think  of.  Adventure  is  the  life  of  -, 
commerce,  but  caution  (I  had  almost  said  timidity)  • 
is  the  life  of  banking ;  and  I  cannot  imagine  that 
the  long  series  of  great  errors  made  by  the  Bank  of 
England  in  the  management  of  its  reserve  till  after 
1857,  would  have  been  possible  if  the  merchants  in 
the  Bank  court  had  not  erroneously  taken  the  same 
view  of  the  Bank's  business  that  they  must  properly 
take  of  their  own  mercantile  business.  The  Bank 
directors  have  almost  always  been  too  cheerful  as  to 
the  Bank's  business,  and  too  little  disposed  to  take 
alarm.  What  we  want  to  introduce  into  the  Bank 
court  is  a  wise  apprehensiveness ;  and  this  every 
trained  banker  is  taught  by  the  habits  of  his  trade 
and  the  atmosphere  of  his  life. 

The  permanent  Governor  ought  to  give  his  whole 
time  to  the  business  of  the  Bank ;  he  ought  to  be 
forbidden  to  engage  in  any  other  concern.  All  the 
present  directors,  including  the  Governor  and  Deputy- 
Governor,  are  engaged  in  their  own  business ;  and 
it  is  very  possible  —  indeed,  it  must  perpetually  have 
happened  —  that  their  own  business  as  merchants 
most  occupied  the  minds  of  most  of  them  just  when 
it  was  most  important  that  the  business  of  the 
Bank  should  occupy  them.  It  is  at  a  panic  and  just 
before  a  panic  that  the  business  of  the  Bank  is  most 
exacting  and  most  engrossing  ;  but  just  at  that  time 
the  business  of  most  merchants  must  be  unusually 
occupying,  and  may  be  exceedingly  critical.  By  the 
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present  constitution  of  the  Bank,  the  attention  of  its 
sole  rulers  is  most  apt  to  be  diverted  from  the 
Bank's  affairs  just  when  those  affairs  require  that 
attention  the  most ;  and  the  only  remedy  is  the  ap- 
pointment of  a  permanent  and  influential  man,  who 
will  have  no  business  save  that  of  the  Bank,  and 
who  therefore  presumably  will  attend  most  to  it  at 
the  critical  instant  when  attention  is  most  required. 
His  mind  at  any  rate  will  in  a  panic  be  free  from 
pecuniary  anxiety ;  whereas  many  if  not  all  of  the 
present  directors  must  be  incessantly  thinking  of 
their  own  affairs,  and  unable  to  banish  them  from 
their  minds. 

The  permanent  Deputy-Governor  must  be  a  di- 
rector and  a  man  of  fair  position ;  he  must  not  have 
to  say  "Sir"  to  the  Governor.  There  is  110  fair 
argument  between  an  inferior  who  has  to  exhibit 
respect  and  a  superior  who  has  to  receive  respect. 
The  superior  can  always,  and  does  mostly,  refute  the 
bad  arguments  of  his  inferior,  but  the  inferior  rarely 
ventures  to  try  to  refute  the  bad  arguments  of  his 
superior :  and  he  still  more  rarely  states  his  case 
effectually ;  he  pauses,  hesitates,  does  not  use  the 
best  word  or  the  most  apt  illustration,'  perhaps  he 
uses  a  faulty  illustration  or  a  wrong  word,  and  so 
fails  because  the  superior  immediately  exposes  him. 
Important  business  can  only  be  sufficiently  discussed 
by  persons  who  can  say  very  much  what  they  like 
very  much  as  they  like  to  one  another ;  the  thought 
of  the  speaker  should  come  out  as  it  was  in  his 
mind,  and  not  be  hidden  in  respectful  expressions  or 
enfeebled  by  affected  doubt.  What  is  wanted  at  the 
Bank  is  not  a  new  clerk  to  the  directors,  —  they  have 
excellent  clerks  of  great  experience  now,  —  but  a 
permanent  equal  to  the  directors,  who  shall  be  able 
to  discuss  on  equal  terms  with  them  the  business  of 
the  Bank,  and  have  this  advantage  over  them  in 
discussion,  that  he  has  no  other  business  than  that  of 
the  Bank  to  think  of. 
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The  formal  duties  of  such  a  permanent  officer 
could  only  be  defined  by  some  one  conversant  with 
the  business  of  the  Bank,  and  could  scarcely  be  intel- 
ligibly discussed  before  the  public  ;  nor  are  the  pre- 
cise duties  of  the  least  importance.  Such  an  officer, 
if  sound,  able,  and  industrious,  would  soon  rule  the 
affairs  of  the  Bank  :  he  would  be  acquainted  better 
than  any  one  else  both  with  the  traditions  of  the 
past  and  with  the  facts  of  the  present ;  he  would 
have  a  great  experience ;  he  would  have  seen  many 
anxious  times,  he  would  always  be  on  the  watch 
for  their  recurrence.  And  he  would  have  a  peculiar 
power  of  guidance  at  such  moments  from  the  nature 
of  the  men  with  whom  he  has  most  to  deal.  Most 
Governors  of  the  Bank  of  England  are  cautious 
merchants,  not  profoundly  skilled  in  banking,  but 
most  anxious  that  their  period  of  office  should  be 
prosperous  and  that  they  should  themselves  escape 
censure;  if  a  "safe"  course  is  pressed  upon  them, 
they  are  likely  to  take  that  course.  Now,  it  would 
almost  always  be  "  safe  "  to  follow  the  advice  of  the 
great  standing  "authority";  it  would  always  be 
most  "unsafe"  not  to  follow  it.  If  the  changing 
Governor  act  fed]  on  the  advice  of  the  permanent 
Deputy-Governor,  most  of  the  blame  in  case  of  mis- 
chance would  fall  on  the  latter :  it  would  be  said 
that  a  shifting  officer  like  the  Governor  might  very 
likely  not  know  what  should  be  done,  but  that  the 
permanent  official  was  put  there  to  know  it  and  paid 
to  know  it.  But  if,  on  the  other  hand,  the  changing 
Governor  should  disregard  the  advice  of  his  perma- 
nent colleague,  and  the  consequence  should  be  bad, 
he  would  be  blamed  exceedingly  :  it  would  be  said 
that,  "being  without  experience,  he  had  taken  upon 
him  to  overrule  men  who  had  much  experience;  that 
when  the  constitution  of  the  Bank  had  provided  them 
with  skilled  counsel,  he  had  taken  on  himself  to 
act  of  his  own  head  and  to  disregard  that  counsel ; " 
and  so  on  ad  infinitum.  And  there  could  be  no  sort 
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of  conversation  more  injurious  to  a  man  in  the  City : 
the  world  there  would  say,  rightly  or  wrongly,  "We 
must  never  be  too  severe  on  errors  of  judgment, — 
we  are  all  making  them  every  day ;  if  reasonable 
persons  do  their  best,  we  can  expect  no  more.  But 
this  case  is  different :  the  Governor  acted  on  a  wrong 
system,  he  took  upon  himself  an  unnecessary  respon- 
sibility ; "  and  so  a  Governor  who  incurred  disaster  by 
disregarding  his  skilled  counselor  would  be  thought  a 
fool  in  the  City  forever.  In  consequence,  the  one- 
skilled  counselor  would  in  fact  rule  the  Bank. 

I  believe  that  the  appointment  of  the  new  per- 
manent and  skilled  authority  at  the  Bank  is  the 
greatest  reform  which  can  be  made  there,  and  that 
which  is  most  wanted.  I  believe  that  such  a  person 
would  give  to  the  decision  of  the  Bank  that  foresight, 
that  quickness,  and  that  consistency  in  which  those 
decisions  are  undeniably  now  deficient.  As  far  as 
I  can  judge,  this  change  in  the  constitution  of  the 
Bank  is  by  far  the  most  necessary,  and  is  perhaps 
more  important  even  than  all  other  changes  ;  but 
nevertheless  we  should  reform  the  other  points  which 
we  have  seen  to  be  defective. 

First,  the  London  bankers  should  not  be  altogether 
excluded  from  the  court  of  directors.  The  old  idea, 
as  I  have  explained,  was,  that  the  London  bankers 
were  the  competitors  of  the  Bank  of  England,  and 
would  hurt  it  if  they  could ;  but  now  the  London 
bankers  have  another  relation  to  the  Bank,  which  did 
not  then  exist  and  was  not  then  imagined.  Among 
private  people  they  are  the  principal  depositors  in 
the  Bank :  they  are  therefore  particularly  interested 
in  its  stability  ;  they  are  especially  interested  in  the 
maintenance  of  a  good  banking  reserve,  for  their 
own  credit  and  the  safety  of  their  large  deposits 
depend  on  it.  And  they  can  bring  to  the  court  of 
directors  an  experience  of  banking  itself,  got  outside 
the  Bank  of  England,  which  none  of  the  present 
directors  possess,  for  they  have  learned  all  they  know 
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of  banking  at  the  Bank  itself.  There  was  also  an 
old  notion  that  the  secrets  of  the  Bank  would  be 
divulged  if  they  were  imparted  to  bankers ;  but 
probably  bankers  are  better  trained  to  silence  and  * 
secrecy  than  most  people,  and  there  is  only  a  thin 
partition  now  between  the  bankers  and  the  secrets 
of  the  Bank.  Only  lately  a  firm  failed  of  which  one 
partner  was  a  director  of  the  London  and  West- 
minster Bank,  and  another  a  director  of  the  Bank  of 
England  :  who  can  define  or  class  the  confidential 
communications  of  such  persons  under  such  circum- 
stances ? 

As  I  observed  before,  the  line  drawn  at  present 
against  bankers  is  very  technical  and  exclusively 
English.  According  to  Continental  ideas,  Messrs. 
Rothschild  are  bankers  if  any  one  is  a  banker  :  but 
the  house  of  Rothschild  is  represented  on  the  Bank 
direction  ;  and  it  is  most  desirable  that  it  should  be 
represented,  for  members  of  that  firm  can  give,  if 
they  choose,  confidential  information  of  great  value 
to  the  Bank.  But  nevertheless,  the  objection  which 
is  urged  .against  English  bankers  is  at  least  equally 
applicable  to  these  foreign  bankers :  they  have  or 
may  have  at  certain  periods  an  interest  opposite  to 
the  policy  of  the  Bank,  —  as  the  greatest  exchange 
dealers,  they  may  wish  to  export  gold  just  when  the 
Bank  of  England  is  raising  its  rate  of  interest  to  pre- 
vent any  one  from  exporting  gold.  The  vote  of  a 
great  exchange  dealer  might  be  objected  to  for  plausi- 
ble reasons  of  contrary  interest,  if  any  such  reasons 
were  worth  regarding ;  but  in  fact,  the  particular 
interest  of  single  directors  is  not  to  be  regarded. 
Almost  all  directors  who  bring  special  information 
labor  under  a  suspicion  of  interest,  —  they  can  only 
have  acquired  that  information  in  present  business, 
and  such  business  may  very  possibly  be  affected  for 
good  or  evil  by  the  policy  of  the  Bank :  but  you 
must  not  on  this  account  seal  up  the  Bank  hermeti- 
cally against  living  information  ;  you  must  make  a 
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fair  body  of  directors  upon  the  whole,  and  trust  that 
the  bias  of  some  individual  interests  will  disappear 
and  be  lost  in  the  whole.  And  if  this  is  to  be  the 
guiding  principle,  it  is  not  consistent  to  exclude  Eng- 
lish bankers  from  the  court. 

Objection  is  often  also  taken  to  the  constitution  of 
the  Committee  of  Treasury.  That  body  is  composed 
of  the  Governor  and  Deputy-Governor  and  all  the 
directors  who  have  held  those  offices :  but  as  those 
offices  in  the  main  pass  in  rotation,  this  mode  of 
election  very  much  comes  to  an  election  by  senior- 
ity ;  and  there  are  obvious  objections  to  giving  not 
only  a  preponderance  to  age,  but  a  monopoly  to  age. 
In  some  cases,  indeed,  this  monopoly  I  believe  has 
already  been  infringed, — when  directors  have,  on 
account  of  the  magnitude  of  their  transactions  and 
the  consequent  engrossing  nature  of  their  business, 
declined  to  fill  the  chair,  in  some  cases  they  have 
been  asked  to  be  members  of  the  Committee  of  Treas- 
ury notwithstanding ;  and  it  would  certainly  upon 
principle  seem  wiser  to  choose  a  committee  which  for 
some  purposes  approximates  to  a  committee  of  man- 
agement by  competence  rather  than  by  seniority. 

An  objection  is  also  taken  to  the  large  number 
of  Bank  directors  :  there  are  twenty -four  directors,  a 
Governor,  and  a  Deputy-Governor ;  making  a  total 
court  of  twenty-six  persons,  which  is  obviously  too 
large  for  the  real  discussion  of  any  difficult  business. 
And  the  case  is  worse  because  the  court  only  meets 
once  a  week,  and  only  sits  a  very  short  time  :  it  has 
been  said,  with  exaggeration  but  not  without  a  basis 
of  truth,  that  if  the  Bank  directors  were  to  sit  for 
four  hours,  there  would  be  "  ajpanic  j>olely  from  that." 
"The  court,"  says  Mr.  Tooke,  "meets  at  half  past 
eleven  or  twelve ;  and  if  the  sitting  be  prolonged 
beyond  half  past  one,  the  Stock  Exchange  and  the 
money  market  become  excited,  under  the  idea  that  a 
change  of  importance  is  under  discussion ;  and  per- 
sons congregate  about  the  doors  of  the  Bank  parlor 
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to  obtain  the  earliest  intimation  of  the  decision." 
And  he  proceeds  to  conjecture  that  the  knowledge 
of  the  impatience  without  must  cause  haste,  if  not 
impatience,  within.  That  the  decisions  of  such  a 
court  should  be  of  incalculable  importance  is  plainly 
very  strange. 

There  should  be  no  delicacy  as  to  altering  the 
constitution  of  the  Bank  of  England.  The  existing 
constitution  was  framed  in  times  that  have  passed 
away,  and  was  intended  to  be  used  for  purposes 
very  different  from  the  present.  The  founders  may 
have  considered  that  it  would  lend  money  to  the 
government,  that  it  would  keep  the  money  of  the 
government,  that  it  would  issue  notes  payable  to 
bearer;  but  that  it  would  keep  the  "banking  reserve" 
of  a  great  nation,  no  one  in  the  seventeenth  century 
imagined.  And  when  the  use  to  which  we  are  put- 
ting an  old  thing  is  a  new  use,  in  common-sense  we 
should  think  whether  the  old  thing  is  quite  fit  for 
the  use  to  which  we  are  setting  it:  "putting  new 
wine  into  old  bottles"  is  safe  only  when  you  watch 
the  condition  of  the  bottle,  and  adapt  its  structure 
most  carefully. 


CHAPTER  IX. 

THE    JOINT-STOCK    BANKS. 

THE  joint-stock  banks  of  this  country  are  a  most 
remarkable  success.  Generally  speaking,  the  career 
of  joint-stock  companies  in  this  country  has  been 
checkered.  Adam  Smith,  many  years  since,  threw 
out  many  pregnant  hints  on  the  difficulty  of  such 
undertakings, — hints  which  even  after  so  many 
years  will  well  repay  perusal ;  but  joint-stock  bank- 
ing has  been  an  exception  to  this  rule.*  Four  years 
ago  I  threw  together  the  facts  on  the  subject  and 
the  reasons  for  them  ;  and  I  venture  to  quote  the  ar- 
ticle, because  subsequent  experience  suggests,  I  think, 
little  to  be  added  to  it.. 

"THE  main  classes  of  joint-stock  companies  which  have  answered 
are  three  :  —  First.  Those  in  which  the  capital  is  used  not  to  work 
the  business  but  to  guarantee  the  business.  Thus,  a  banker's 
business  —  his  proper  business — does  not  begin  while  he  is  using 
his  own  money  :  it  commences  when  he  begins  to  use  the  capital 
of  others.  An  insurance  office  in  the  long  run  needs  no  capital : 
the  premiums  which  are  received  ought  to  exceed  the  claims  which 
accrue.  In  both  cases  the  capital  is  wanted  to  assure  the  public  and 
to  induce  it  to  trust  the  concern.  Secondly.  Those  companies  have 
answered  which  have  an  exclusive  privilege  which  they  have  used 
with  judgment,  or  which  possibly  was  so  very  profitable  as  to 
enable  them  to  thrive  with  little  judgment.  Thirdly.  Those  which 
have  undertaken  a  business  both  large  and  simple,  —  employing 
more  money  than  most  individuals  or  private  firms  have  at  com- 
mand, and  yet  such  that,  in  Adam  Smith's  words,  'the  operations 
are  capable  of  being  reduced  to  a  routine,  or  such  a  uniformity 
of  method  as  admits  of  no  variation.' 

"As  a  rule,  the  most   profitable   of  these  companies  are  banks. 
Indeed,  all  the  favoring  conditions  just  mentioned  concur  in  many 


*  Which  Adam  Smith  (Book  v.,  Chap,  i.)  distinctly  says  it  is  likely  to 
be.— ED. 
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banks.  An  old-established  bank  has  a  ' prestige '  which  amounts  to 
a  '  privileged  opportunity '  :  though  no  exclusive  right  is  given  to 
it  by  law,  a  peculiar  power  is  given  to  it  by  opinion.  The  business 
of  banking  ought  to  be  simple  :  if  it  is  hard  it  is  wrong.  The 
only  securities  which  a  banker,  using  money  that  he  may  be  asked 
at  short  notice  to  repay,  ought  to  touch,  are  those  which  are 
easily  salable  and  easily  intelligible  :  if  there  is  a  difficulty  or  a 
doubt,  the  security  should  be  declined.  No  business  can  of  course 
be  quite  reduced  to  fixed  rules ;  there  must  be  occasional  cases 
which  no  preconceived  theory  can  define  :  but  banking  comes  as 
near  to  fixed  rules  certainly  as  any  existing  business,  perhaps  as 
any  possible  business.  The  business  of  an  old-established  bank  has 
the  full  advantage  of  being  a  simple  business,  and  in  part  the  ad- 
vantage of  being  a  monopoly  business.  Competition  with  it  is  only 
open  in  the  sense  in  which  competition  with  '  the  London  Tavern ' 
is  open  :  any  one  that  has  to  do  with  either  will  pay  dear  for  it. 

' '  But  the  main  source  of  the  profitableness  of  established  bank- 
ing is  the  smallness  of  the  requisite  capital.  Being  only  wanted 
as  a  'moral  influence,'  it  need  not  be  more  than  is  necessary  to 
secure  that  influence.  Although,  therefore,  a  banker  deals  only 
with  the  most  sure  securities,  and  with  those  which  yield  the  least 
interest,  he  can  nevertheless  gain  and  divide  a  very  large  profit 
upon  his  own  capital,  because  the  money  in  his  hands  is  so  much 
larger  than  that  capital. 

"Experience,  as  shown  by  plain  figures,  confirms  these  conclus- 
ions. We  print  at  the  end  of  this  article  the  respective  profits 
of  110  banks  in  England  and  Scotland  and  Ireland,  being  all 
in  those  countries  of  which  we  have  sufficient  information,  —  the 
Bank  of  England  excepted.  There  are  no  doubt  others,  but  they 
are  not  quoted  even  on  local  Stock  Exchange  lists,  and  in  most 
cases  publish  no  reports.  The  result  of  these  banks,  as  regards 
the  dividends  they  pay,  is  :  — 


No.  of 
Companies. 

Capital. 

Above  20  per  cent.,      .... 

15 

£ 
5,302,767 

Between  15  and  20  per  cent., 

20 

5,439,439 

Between  10  and  15  per  cent., 

36 

14,056,950 

Between    5  and  10  per  cent., 

36 

14,182,379 

Under  5  per  cent.,         .... 

3 

1,350,000 

110 

40,331,535 
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"That  is  to  say,  above  25  per  cent,  of  the  capital  employed  in 
these  banks  pays  over  15  per  cent.,  and  62£  per  cent,  of  the 
capital  pays  more  than  10  per  cent.  So  striking  a  result  is  not 
to  be  shown  in  any  other  joint-stock  trade. 

"The  period  to  which  these  accounts  refer  was  certainly  not 
a  particularly  profitable  one  ;  on  the  contrary,  it  has  been  specially 
unprofitable,  —  the  rate  of  interest  has  been  very  low,  and  the 
amount  of  good  security  in  the  market  small.  Many  banks  —  to 
some  extent  most  banks  —  probably  had  in  their  books  painful 
reminiscences  of  1866  ;*  the  fever  of  excitement  which  passed  over 
the  nation  was  strongest  in  the  classes  to  whom  banks  lent  most, 
and  consequently  the  losses  of  even  the  most  careful  banks  (save 
of  those  in  rural  and  sheltered  situations)  were  probably  greater 
than  usual.  But  even  tried  by  this  very  unfavorable  test,  banking 
is  a  trade  profitable  far  beyond  the  average  of  trades. 
.  "There  is  no  attempt  in  these  banks,  on  the  whole  and  as  a 
rule,  to  divide  too  much  ;  on  the  contrary,  they  have  accumulated 
about  £13,000,000,  or  nearly  one-third  of  their  capital,  principally 
out  of  undivided  profits.  The  directors  of  some  of  them  have 
been  anxious  to  put  away  as  much  as  possible  and  to  divide  as 
little  as  possible. 

"The  reason  is  plain:  out  of  the  banks  which  pay  more 
than  20  per  cent.,  all  but  one  were  old-established  banks ;  and  all 
those  paying  between  15  and  20  per  cent,  were  old  banks  too. 
The  'privileged  opportunity'  of  which  we  spoke  is  singularly  con- 
spicuous in  such  figures :  it  enables  banks  to  pay  much,  which 
without  it  would  not  have  paid  much.  The  amount  of  the  profit 
is  clearly  proportional  to  the  value  of  the  '  privileged  opportunity ' : 
all  the  banks  which  pay  above  20  per  cent.,  save  one,  are  banks 
more  than  25  years  old  ;  all  those  which  pay  between  15  and  20 
are  so  too.  A  new  bank  could  not  make  these  profits,  or  even  by 
its  competition  much  reduce  these  profits  :  in  attempting  to  do  so, 
it  would  simply  ruin  itself ;  not  possessing  the  accumulated  credit 
of  years,  it  would  have  to  wind  up  before  it  attained  that  credit. 

"  The  value  of  the  opportunity,  too,  is  proportioned  t  to  what  has 
to  be  paid  for  it.  Some  old  banks  have  to  pay  interest  for  all 
their  money ;  some  have  much  for  which  they  pay  nothing.  Those 
who  give  much  to  their  customers  have  of  course  less  left  for  their 
shareholders.  Thus  Scotland,  where  there  is  always  a  daily  inter- 
est, has  no  bank  in  the  lists  paying  over  15  per  cent.  The  profits 
of  Scotch  banks  run  thus  :  — 


*The  panic  started  by  the  failure  of  Overend,  Gurney  &  Co  — ED. 
Wnvcrsdy  proportioned,  as  tie  goes  on  to  show:   evidently,  the   more  it 
costs  the  less  it  is  worth. —  ED. 
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Capital.  Dividend. 

£ 

Bank  of  Scotland,  ....        1,500,000  .  12 

British  Linen  Company,  .        .        .        1,000,000  .  13 

Caledonian, 125,000  .  10 

Clydesdale, 900,000  .  10 

Commercial  Bank  of  Scotland,        .         1,000,000  .  13 

National  Bank  of  Scotland,    .         .         1,000,000  .  12 

North  of  Scotland,  ....            280,000  .  10 

Union  Bank  of  Scotland,        .        .        1,000,000  .  10 

City  of  Glasgow,     ....            870,000  .  8 

Eoyal  Bank, 2,000,000  .  8 

9,675,000 

"Good  profits  enough,  but  not  at  all  like  the  profits  of  the  London 
and  Westminster,  or  the  other  most  lucrative  banks  of  the  South. 

' '  The  Bank  of  England,  it  is  true,  does  not  seem  to  pay  so 
much  as  other  English  banks  in  this  way  of  reckoning ;  it  makes 
an  immense  profit,  but  then  its  capital  is  immense  too.  In  fact, 
the  Bank  of  England  suffers  under  two  difficulties.  Being  much 
older  than  the  other  joint-stock  banks,  it  belongs  to  a  less  profit- 
able era :  when  it  was  founded,  banks  looked  rather  to  the  profit 
on  their  own  capital  and  to  the  gains  of  note  issue  than  to  the  use 
of  deposits.  The  first  relations  with  the  state  were  more  like  those 
of  a  finance  company  than  of  a  bank,  as  we  now  think  of  bank- 
ing :  if  the  Bank  had  not  made  loans  to  the  government  which 
we  should  now  think  dubious,  the  Bank  would  not  have  existed,  for 
the  government  would  never  have  permitted  it.  Not  only  is  the 
capital  of  the  Bank  of  England  relatively  greater,  but  the  means 
of  making  profit  in  the  Bank  of  England  are  relatively  less  also : 
by  custom  and  understanding,  the  Bank  of  England  keep  a  much 
greater  reserve  in  unprofitable  cash  than  other  banks ;  if  they  do 
not  keep  it,  either  our  whole  system  must  be  changed  or  we  should 
break  up  in  utter  bankruptcy.  The  earning  faculty  of  the  Bank  of 
England  is  in  proportion  less  than  that  of  other  banks,  and  also 
the  sum  on  which  it  has  to  pay  dividend  is  altogether  greater  than 
theirs. 

"It  is  interesting  to  compare  the  facts  of  joint-stock  banking 
with  the  fears  of  it  which  were  felt.  In  1832  Lord  Overstone 
observed :  — 

"  I  think  that  joint-stock  banks  are  deficient  in  everything  requi- 
site for  the  conduct  of  the  banking  business  except  extended  respon- 
sibility.    The  banking  business    requires  peculiarly  persons  attentive 
VOL.  V.— 11 
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to  all  its  details,  —  constantly,  daily,  and  hourly  watchful  of  every 
transaction,  —  much  more  than  mercanti'e  or  trading  business  ;  it  also 
requires  immediate  prompt  decisions  upon  circumstances  when  they 
arise,  in  many  cases  a  decision  that  does  not  admit  of  delay  for  con- 
sultation ;  it  also  requires  a  discretion  to  be  exercised  with  reference 
to  the  special  circumstances  of  each  case.  Joint-stock  banks,  being  of 
course  obliged  to  act  through  agents  and  not  by  a  principal,  and 
therefore  under  the  restraint  of  general  rules,  cannot  be  guided  by  so 
nice  a  reference  to  degrees  of  difference  in  the  character  of  responsi- 
bility of  parties  ;  nor  can  they  undertake  to  regulate  the  assistance 
to  be  granted  to  concerns  under  temporary  embarrassment  by  so  accu- 
rate a  reference  to  the  circumstances,  favorable  or  unfavorable,  of  each 
case." 

"  But  in  this  very  respect,  joint-stock  banks  have  probably 
improved  the  business  of  banking.  The  old  private  banks  in  for- 
mer times  used  to  lend  much  to  private  individuals  ;  the  banker, 
as  Lord  Overstone  on  another  occasion  explained,  could  have  no 
security,  but  he  formed  his  judgment  of  the  discretion,  the  sense, 
and  the  solvency  of  those  to  whom  he  lent.  And  when  London 
was  by  comparison  a  small  city,  and  when  by  comparison  every  one 
stuck  to  his  proper  business,  this  practice  might  have  been  safe : 
but  now  that  London  is  enormous  and  that  no  one  can  watch  any 
one,  such  a  trade  would  be  disastrous ;  at  present  it  would  hardly 
be  safe  in  a  country  town.  The  joint-stock  banks  were  quite  unfit 
for  the  business  Lord  Overstone  meant,  but  then  that  business  is 
quite  unfit  for  the  present  time." 

This  success  of  joint-stock  banking  is  very  con- 
trary to  the  general  expectation  at  its  origin.  Not 
only  private  bankers,  such  as  Lord  Overstone  then 
was,  but  a  great  number  of  thinking  persons,  feared 
that  the  joint-stock  banks  would  fast  ruin  themselves, 
and  then  cause  a  collapse  and  panic  in  the  country ; 
the  whole  of  English  commercial  literature  between 
1830  and  1840  is  filled  with  that  idea,  nor  did  it  cease 
in  1840.  So  late  as  1845,  Sir  R.  Peel  thought  the 
foundation  of  joint-stock  banks  so  dangerous  that  he 
subjected  it  to  grave  and  exceptional  difficulty  :  under 
the  Act  of  1845  which  he  proposed,  no  such  compa- 
nies could  be  founded  except  with  shares  of  £100, 
with  £50  paid  up  on  each ;  which  effectually  checked 
the  progress  of  such  banks,  for  few  new  ones  were 
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established  for  many  years,  or  till  that  act  had  been 
repealed.  But  in  this  as  in  many  other  cases,  per- 
haps Sir  R.  Peel  will  be  found  to  have  been  clear- 
sighted rather  than  far-sighted.  He  was  afraid  of 
certain  joint-stock  banks  which  he  saw  rising  around 
him  ;  but  the  effect  of  his  legislation  was  to  give  to 
these  very  banks,  if  not  a  monopoly,  at  any  rate  an 
exemption  from  new  rivals.  No  one  now  founds  or 
can  found  a  new  private  bank,  and  Sir  R.  Peel  by 
law  prevented  new  joint-stock  banks  from  being 
established ;  though  he  was  exceedingly  distrustful 
of  the  joint-stock  banks  founded  between  1826  and 
1845,  yet  in  fact  he  was  their  especial  patron,  and  he 
more  than  any  other  man  encouraged  and  protected 
them. 

But  in  this  wonderful  success  there  are  two 
dubious  points,  two  considerations  of  different  kinds, 
which  forbid  us  to  say  that  in  other  countries,  even 
in  countries  with  the  capacity  of  co-operation,  joint- 
stock  banks  would  succeed  as  well  as  we  have  seen 
that  they  succeed  in  England. 

First,  these  great  banks  have  not  had  to  keep 
so  large  a  reserve  against  their  liabilities  as  it  was 
natural  that  they  should,  being  of  first-rate  magni- 
tude, keep.  They  were  at  first,  of  course,  very  small 
in  comparison  with  what  they  are  now ;  they  found 
a  number  of  private  bankers  grouped  round  the 
Bank  of  England,  and  they  added  themselves  to  the 
group  ;  not  only  did  they  keep  their  reserve  from  the 
beginning  at  the  Bank  of  England,  but  they  did  not 
keep  so  much  reserve  as  they  would  have  kept  if 
there  had  been  no  Bank  of  England.  For  a  long 
time  this  was  hardly  noticed  :  for  many  years  ques- 
tions of  the  "  currency,"  particularly  questions  as 
to  the  Act  of  1844,  engrossed  the  attention  of  all 
who  were  occupied  with  these  subjects ;  even  those 
who  were  most  anxious  to  speak  evil  of  joint-stock 
banks  did  not  mention  this  particular  evil.  The  first 
time,  as  far  as  I  know,  that  it  was  commented  on 
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in  any  important  document,  was  in  an  official  letter 
written  in  1857  by  Mr.  Weguelin,  who  was  then 
Governor  of  the  Bank,  to  Sir  George  Lewis,  who  was 
then  Chancellor  of  the  Exchequer.  The  Governor 
and  the  directors  of  the  Bank  of  England  had  been 
asked  by  Sir  George  Lewis  severally  to  give  their 
opinions  on  the  Act  of  1844,  and  all  their  replies  were 
published  ;  in  his,  Mr.  Weguelin  says  :  — 

"If  the  amount  of  the  reserve  kept  by  the  Bank  of  England 
be  contrasted  with  the  reserve  kept  by  the  joint-stock  banks,  a 
new  and  hitherto  little  considered  source  of  danger  to  the  credit  of 
the  country  will  present  itself.  The  joint-stock  banks  of  London, 
judging  by  their  published  accounts,  have  deposits  to  the  amount 
of  £30,000,000;  their  capital  is  not  more  than  £3,000,000,  and 
they  have  on  an  average  £31,000,000  invested  in  one  way  or 
another:  leaving  only  £2,000,000  as  a  reserve  against  all  this  mass 
of  liabilities." 

But  these  remarkable  words  were  little  observed 
in  the  discussions  of  that  time, — the  air  was  ob- 
scured by  other  matters ;  but  in  this  work  I  have 
said  so  much  on  the  subject  that  I  need  say  little 
now.  The  joint-stock  banks  now  keep  a  main  part 
of  their  reserve  on  deposit  with  the  bill-brokers,  or 
in  good  and  convertible  interest-bearing  securities ; 
from  these  they  obtain  a  large  income,  and  that 
income  swells  their  profits  :  if  they  had  to  keep  a 
much  larger  part  than  now  of  that  reserve  in  bar- 
ren cash,  their  dividends  would  be  reduced,  and  their 
present  success  would  become  less  conspicuous. 

The  second  misgiving,  which  many  calm  observ- 
ers more  and  more  feel  as  to  our  largest  joint-stock 
banks,  fastens  itself  on  their  government  :  is  that 
government  sufficient  to  lend  well  and  keep  safe  so 
many  millions  ?  They  are  governed,  as  every  one 
knows,  by  a  board  of  directors,  assisted  by  a  general 
manager ;  and  there  are  in  London  unrivaled  mate- 
rials for  composing  good  boards  of  directors.  There 
are  very  many  men  of  good  means,  of  great  sagacity 
and  great  experience  in  business,  who  are  obliged  to 
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be  in  the  City  every  day  and  to  remain  there  dur- 
ing the  day,  but  who  have  very  much  time  on  their 
hands.  A  merchant  employing  solely  or  principally 
his  own  capital  has  often  a  great  deal  of  leisure.  He 
is  obliged  to  be  on  the  market  and  to  hear  what  is 
doing  ;  every  day  he  has  some  business  to  transact  : 
but  his  transactions  can  be  but  few.  His  capital 
can  bear  only  a  limited  number  of  purchases  :  if  he 
bought  as  much  as  would  fill  his  time  from  day 
to  day  he  would  soon  be  ruined,  for  he  could  not 
pay  for  it.  Accordingly,  many  excellent  men  of  busi- 
ness are  quite  ready  to  become  members  of  boards  of 
directors,  and  to  attend  to  the  business  of  companies, 
a  good  deal  for  the  employment's  sake ;  to  have 
an  interesting  occupation  which  brings  dignity  and 
power  with  it  pleases  them  very  much.  As  the  aggre- 
gation of  commerce  in  great  cities  grows,  the  number 
of  such  men  augments  :  a  council  of  grave,  careful, 
and  experienced  men  can  without  difficulty  be  col- 
lected for  a  great  bank  in  London,  such  as  never 
could  have  been  collected  before,  and  such  as  cannot 
now  be  collected  elsewhere. 

There  are  facilities,  too,  for  engaging  a  good  banker 
to  be  a  manager  such  as  there  never  were  before  in 
the  world.  The  number  of  such  persons  is  much  on 
the  increase.  Any  careful  person  who  is  experienced 
in  figures,  and  has  real  sound  sense,  may  easily  make 
himself  a  good  banker :  the  modes  in  which  money 
can  be  safely  lent  by  a  banker  are  not  many,  and 
a  clear-headed,  quiet,  industrious  person  may  soon 
learn  all  that  is  necessary  about  them.  Our  intricate 
law  of  real  property  is  an  impediment  in  country 
banking,  for  it  requires  some  special  study  even  to 
comprehend  the  elements  of  a  law  which  is  full  of 
technical  words,  and  which  can  only  be  explained 
by  narrating  its  history ;  but  the  banking  of  great 
cities  is  little  concerned  with  loans  on  landed  prop- 
erty, and  all  the  rest  of  the  knowledge  requisite  for 
a  banker  can  easily  be  obtained  by  any  one  who  has 
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the  sort  of  mind  which  takes  to  it.  No  doubt  there 
is  a  vast  routine  of  work  to  be  learned,  and  the 
manager  of  a  large  bank  must  have  a  great  facility 
in  transacting  business  rapidly :  but  a  great  number 
of  persons  are  now  bred  from  their  earliest  manhood 
in  the  very  midst  of  that  routine ;  they  learn  it  as 
they  would  learn  a  language,  and  come  to  be  no 
more  able  to  unlearn  it  than  they  could  unlearn  a 
language ;  and  the  able  ones  among  them  acquire  an 
almost  magical  rapidity  in  effecting  the  business  con- 
nected with  that  routine.  A  very  good  manager  and 
very  good  board  of  directors  can,  without  unreason- 
able difficulty,  be  provided  for  a  bank  at  present  in 
London. 

It  will  be  asked,  What  more  can  be  required  ?  I 
reply,  A  great  deal.  All  which  the  best  board  of 
directors  can  really  accomplish  is,  to  form  a  good 
decision  on  the  points  which  the  manager  presents 
to  them,  and  perhaps  on  a  few  others  which  one  or 
two  zealous  members  of  their  body  may  select  for 
discussion.  A  meeting  of  fifteen  or  eighteen  per- 
sons is  wholly  unequal  to  the  transaction  of  more 
business  than  this ;  it  will  be  fortunate,  and  it  must 
be  well  guided,  if  it  should  be  found  to  be  equal 
to  so  much.  The  discussion  even  of  simple  practical 
points  by  such  a  number  of  persons  is  a  somewhat 
tedious  affair :  many  of  them  will  wish  to  speak  on 
every  decision  of  moment,  and  some  of  them  —  some 
of  the  best  of  them,  perhaps  —  will  only  speak  with 
difficulty  and  slowly.  Very  generally,  several  points 
will  be  started  at  once  unless  the  discussion  is  strictly 
watched  by  a  rigid  chairman';  and  even  on  a  single 
point  the  arguments  will  often  raise  grave  ques- 
tions which  cannot  be  answered,  and  suggest  many 
more  issues  than  can  be  advantageously  decided  by 
the  meeting.  The  time  required  by  many  persons 
for  discussing  many  questions  would  alone  prevent 
an  assembly  of  many  persons  from  overlooking  a 
large  and  complicated  business. 
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Nor  is  this  the  only  difficulty :  not  only  would 
a  real  supervision  of  a  large  business  by  a  board  of 
directors  require  much  more  time  than  the  board 
would  consent  to  occupy  in  meeting,  it  would  also 
require  much  more  time  and  much  more  thought 
than  the  individual  directors  would  consent  to  give. 
These  directors  are  only  employing  on  the  business 
of  the  bank  the  vacant  moments  of  their  time  and 
the  spare  energies  of  their  minds ;  they  cannot  give 
the  bank  more, — the  rest  is  required  for  the  safe 
conduct  of  their  own  affairs,  and  if  they  diverted  it 
from  these  affairs  they  would  be  ruined.  A  few  of 
them  may  have  little  other  business,  or  they  may 
have  other  partners  in  the  business  on  whose  industry 
they  can  rely  and  whose  judgment  they  can  trust ; 
one  or  two  may  have  retired  from  business  :  butter 
the  most  part,  directors  of  a  company  cann&fc  Itteoid  : 
principally  and  anxiously  to  the  affairs  of  a  com- 
pany without  so  far  neglecting  their  own  business 
as  to  run  great  risk  of  ruin  ;  and  if  they  are  ruined, 
their  trustworthiness  ceases,  and  they  are  no  longer 
permitted  by  custom  to  be  directors. 

Nor,  even  if  it  were  possible  really  to  supervise 
a  business  by  the  effectual  and  constant  inspection 
of  fifteen  or  sixteen  rich  and  capable  persons,  would  , 
even  the  largest  business  easily  bear  the  expense  of 
such  a  supervision.  I  say  "rich,"  because  the  mem- 
bers of  a  board  governing  a  large  bank  must  be 
men  of  standing  and  note  besides,  or  they  would  dis- 
credit the  bank;  they  need  not  be  rich  in  the  sense 
of.  being  worth  millions,  but  they  must  be  known 
to  possess  a  fair  amount  of  capital  and  be  seen  to 
be  transacting  a  fair  quantity  of  business :  but  the 
labor  of  such  persons  —  I  do  not  say  their  spare  pow- 
ers, but  their  principal  energies  —  fetches  a  high 
price.  Business  is  really  a  profession ;  often  requiring 
for  its  practice  quite  as  much  knowledge  and  quite 
as  much  skill  as  law  and  medicine,  and  requiring 
also  the  possession  of  money.  A  thorough  man  of 
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business,  employing  a  fair  capital  in  a  trade  which 
he  thoroughly  comprehends,  not  only  earns  a  profit 
on  that  capital,  but  really  makes  of  his  professional 
skill  a  large  income  ;  he  has  a  revenue  from  talent 
as  well  as  from  money :  and  to  induce  sixteen  or 
eighteen  persons  to  abandon  such  a  position  and  such 
an  income  in  order  to  devote  their  entire  attention 
to  the  affairs  of  a  joint-stock  company,  a  salary 
must  be  given  too  large  for  the  bank  to  pay  or  for 
any  one  to  wish  to  propose. 

And  an  effectual  supervision  by  the  whole  board 
being  impossible,  there  is  a  great  risk  that  the  whole 
business  may  fall  to  the  general  manager.  Many 
unhappy  cases  have  proved  this  to  be  very  dangerous : 
even  when  the  business  of  joint-stock  banks  was  far 
less,  and  when  the  deposits  intrusted  to  them  were 
very  much  smaller,  a  manager  sometimes  committed 
frauds  which  were  dangerous,  and  still  oftener  made 
mistakes  that  were  ruinous.  Actual  crime  will  always 
be  rare,  but  as  an  uninspected  manager  of  a  great 
bank  has  the  control  of  untold  millions,  sometimes 
we  must  expect  to  see  it  :  the  magnitude  of  the 
temptation  will  occasionally  prevail  over  the  feeble- 
ness of  human  nature.  But  error  is  far  more  for- 
midable than  fraud ;  the  mistakes  of  a  sanguine 
manager  are  far  more  to  be  dreaded  than  the  theft 
of  a  dishonest  manager.  Easy  misconception  is  far 
more  common  than  long-sighted  deceit ;  and  the 
losses  to  which  an  adventurous  and  plausible  man- 
ager, in  complete  good  faith,  would  readily  commit 
a  bank,  are  beyond  comparison  greater  than  any 
which  a  fraudulent  manager  would  be  able  to  con- 
ceal, even  with  the  utmost  ingenuity.  If  the  losses 
by  mistake  in  banking  and  the  losses  by  fraud  were 
put  side  by  side,  those  by  mistake  would  be  incom- 
parably the  greater.  There  is  no  more  unsafe  govern- 
ment for  a  bank  than  that  of  an  eager  and  active 
manager,  subject  only  to  the  supervision  of  a  numer- 
ous board  of  directors,  even  though  that  board  be 
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excellent ;  for  the  manager  may  easily  glide  into 
dangerous  and  insecure  transactions,  nor  can  the 
board  effectually  check  him. 

The  remedy  is  this :  a  certain  number  of  the  di- 
rectors—either those  who  have  more  spare  time  than 
others,  or  those  who  are  more  ready  to  sell  a  large 
part  of  their  time  to  the  bank — must  be  formed 
into  a  real  working  committee,  which  must  meet 
constantly,  must  investigate  every  large  transaction, 
must  be  acquainted  with  the  means  and  standing 
of  every  large  borrower,  and  must  be  in  such  inces- 
sant communication  with  the  manager  that  it  will 
be  impossible  for  him  to  engage  in  hazardous  enter- 
prises of  dangerous  magnitude  without  their  knowing 
it  and  having  an  opportunity  of  forbidding  it.  In 
almost  all  cases  they  would  forbid  it :  all  committees 
are  cautious,  and  a  committee  of  careful  men  of  busi- 
ness, picked  from  a  large  city,  will  usually  err  on  the 
side  of  caution  if  it  err  at  all.  The  daily  attention  of 
a  small  but  competent  minor  council,  to  whom  most 
of  the  powers  of  the  directors  are  delegated,  and 
who,  like  a  Cabinet,  guide  the  deliberations  of  the 
board  at  its  meetings,  is  the  only  adequate  security 
of  a  large  bank  from  the  rash  engagements  of  a 
despotic  and  active  general  manager.  Fraud,  in  the 
face  of  such  a  committee,  would  probably  never  be 
attempted ;  and  even  now  it  is  a  rare  and  minor 
evil. 

Some  such  committees  are  vaguely  known  to  exist 
in  most  if  not  all  our  large  joint-stock  banks  :  but 
their  real  constitution  is  not  known,  —  no  customer 
and  no  shareholder  knows  the  names  of  the  man- 
aging committee,  perhaps,  in  any  of  these  large 
banks ;  and  this  is  a '  grave  error.  A  large  depos- 
itor ought  to  be  able  to  ascertain  who  really  are  the 
persons  that  dispose  of  his  money  ;  and  still  more,  a 
large  shareholder  ought  not  to  rest  till  he  knows 
who  it  is  that  makes  engagements  on  his  behalf,  and 
who  it  is  that  may  ruin  him  if  they  choose.  The 


170  THE  TRAVELERS  INS.  CO.'S  BAGEHOT. 

committee  ought  to  be  composed  of  quiet  men  of 
business,  who  can  be  ascertained  by  inquiry  to  be  of 
high  character  and  well- judging  mind ;  and  if  the 
public  and  the  shareholder  knew  that  there  was 
such  a  committee,  they  would  have  sufficient  reasons 
for  the  confidence  which  now  is  given  without  such 
reasons. 

A  certain  number  of  directors  attending  daily  by 
rotation  is,  it  should  be  said,  no  substitute  for  a  per- 
manent committee :  it  has  no  sufficient  responsibility. 
A  changing  body  cannot  have  any  responsibility : 
the  transactions  which  were  agreed  to  by  one  set  of 
directors  present  on  the  Monday  might  be  exactly 
those  which  would  be  much  disapproved  by  directors 
present  on  the  Wednesday.  It  is  essential  to  the  de- 
cisions of  most  business,  and  not  least  of  the  banking 
business,  that  they  should  be  made  constantly  by 
the  same  persons ;  the  chain  of  transactions  must 
pass  through  the  same  minds.  A  large  business  may 
be  managed  tolerably  by  a  quiet  group  of  second- 
rate  men,  if  those  men  be  always  the  same ;  but  it 
cannot  be  managed  at  all  by  a  fluctuating  body, 
even  of  the  very  cleverest  men,  —  you  might  as  well 
attempt  to  guide  the  affairs  of  the  nation  by  means 
of  a  Cabinet  similarly  changing. 

Our  great  joint-stock  banks  are  imprudent  in  so 
carefully  concealing  the  details  of  their  government, 
and  in  secluding  those  details  from  the  risk  of  dis- 
cussion. The  answer  no  doubt  will  be,  "Let  well 
alone :  as  you  have  admitted,  there  hardly  ever  be- 
fore was  so  great  a  success  as  these  banks  of  ours,  — 
what  more  do  you  or  can  you  want  ?"  I  can  only 
say  that  I  want  further  to  confirm  this  great  suc- 
cess, and  to  make  it  secure  for  the  future :  at  present 
there  is  at  least  the  possibility  of  a  great  reaction. 
Supposing  that  owing  to  defects  in  its  government, 
one  even  of  the  greater  London  joint-stock  banks 
failed :  there  would  be  an  instant  suspicion  of  the 
whole  system ;  one  terra  incognita  being  seen  to  be 
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faulty,  every  other  terra  incognita  would  be  suspected. 
If  the  real  government  of  these  banks  had  for  years 
been  known,  and  if  the  subsisting  banks  had  been 
known  not  to  be  ruled  by  the  bad  mode  of  govern- 
ment which  had  ruined  the  bank  that  had  fallen, 
then  the  ruin  of  that  bank  would  not  be  hurtful, — 
the  other  banks  would  be  seen  to  be  exempt  from 
the  cause  which  had  destroyed  it ;  but  at  present 
the  ruin  of  one  of  these  great  banks  would  greatly 
impair  the  credit  of  all.  Scarcely  any  one  knows 
the  precise  government  of  any  one  ;  in  no  case  has 
that  government  been  described  on  authority :  and 
the  fall  of  one  by  grave  misgovernment  would  be 
taken  to  show  that  the  others  might  as  easily  be 
misgoverned  also.  And  a  tardy  disclosure  even  of  an 
admirable  constitution  would  not  much  help  the  sur- 
viving banks :  as  it  was  extracted  by  necessity,  it 
would  be  received  with  suspicion;  a  skeptical  world 
would  say,  "  Of  course  they  say  they  are  all  perfect 
now, — it  would  not  do  for  them  to  say  anything 
else." 

And  not  only  the  depositors  and  the  shareholders 
of  these  large  banks  have  a  grave  interest  in  their 
good  government,  but  the  public  also.  We  have 
seen  that  our  banking  reserve  is,  as  compared  with 
our  liabilities,  singularly  small ;  we  have  seen  that 
the  rise  of  these  great  banks  has  lessened  the  propor- 
tion of  that  reserve  to  those  liabilities  ;  we  have  seen 
that  the  greatest  strain  on  the  banking  reserve  is 
a  "panic."  Now,  no  cause  is  more  capable  of  pro- 
ducing a  panic  [than]  —  perhaps  none  is  so  capable 
as  —  the  failure  of  a  first-rate  joint-stock  bank  in 
London  :  such  an  event  would  have  something  like 
the  effect  of  the  failure  of  Overend,  Gurney  &  Co.  ; 
scarcely  any  other  event  would  have  an  equal  effect. 
And  therefore,  under  the  existing  constitution  of 
our  banking  system  the  government  of  these  great 
banks  is  of  primary  importance  to  us  all. 


CHAPTER  X. 

THE  PRIVATE  BANKS. 

PERHAPS  some  readers  of  the  last  part  of  the  last 
chapter  have  been  inclined  to  say  that  I  must  be 
a  latent  enemy  to  joint-stock  banking,  —  at  any 
rate,  I  have  pointed  out  what  I  think  grave  defects 
in  it ;  but  I  fear  that  a  reader  of  this  chapter  may, 
on  like  grounds,  suppose  that  I  am  an  enemy  to 
private  banking :  and  I  can  only  hope  that  the  two 
impressions  may  counteract  one  another,  and  may 
show  that  I  do  not  intend  to  be  unfair. 

I  can  imagine  nothing  better  in  theory  or  more 
successful  in  practice  than  private  banks  as  they 
were  in  the  beginning.  A  man  of  known  wealth, 
known  integrity,  and  known  ability  is  largely  in- 
trusted with  the  money  of  his  neighbors.  The  con- 
fidence is  strictly  personal :  his  neighbors  know  him, 
and  trust  him  because  they  know  him ;  they  see 
daily  his  manner  of  life,  and  judge  from  it  that  their 
confidence  is  deserved.  In  rural  districts,  and  in 
former  times,  it  was  difficult  for  a  man  to  ruin  him- 
self except  at  the  place  in  which  he  lived,  —  for  the 
most  part  he  spent  his  money  there,  and  speculated 
there  if  he  speculated  at  all ;  those  who  lived  there 
also  would  soon  see  if  he  was  acting  in  a  manner 
to  shake  their  confidence.  Even  in  large  cities,  as 
cities  then  were,  it  was  possible  for  most  persons  to 
ascertain  with  fair  certainty  the  real  position  of  con- 
spicuous persons,  and  to  learn  all  which  was  mate- 
rial in  fixing  their  credit.  Accordingly,  the  bankers 
who  for  a  long  series  of  years  passed  successfully 
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this  strict  and  continual  investigation  became  very 
wealthy  and  very  powerful. 

The  name  " London  banker"  had  especially  a 
charmed  value.  He  was  supposed  to  represent,  and 
often  did  represent,  a  certain  union  of  pecuniary  saga- 
city and  educated  refinement  which  was  scarcely  to 
be  found  in  any  other  part  of  society.  In  a  time 
when  the  trading  classes  were  much  ruder  than  they 
now  are,  many  private  bankers  possessed  variety  of 
knowledge  and  a  delicacy  of  attainment  which  would 
even  now  be  very  rare.  Such  a  position  is  indeed 
singularly  favorable :  the  calling  is  hereditary,  the 
credit  of  the  bank  descends  from  father  to  son  ;  this 
inherited  wealth  soon  brings  inherited  refinement. 
Banking  is  a  watchful  but  not  a  laborious  trade : 
a  banker  even  in  large  business  can  feel  pretty  sure 
that  all  his  transactions  are  sound,  and  yet  have 
much  spare  mind ;  a  certain  part  of  his  time  and 
a  considerable  part  of  his  thoughts  he  can  readily 
devote  to  other  pursuits.  And  a  London  banker  can 
also  have  the  most  intellectual  society  in  the  world 
if  he  chooses  it.  There  has  probably  very  rarely 
ever  been  so  happy  a  position  as  that  of  a  London 
private  banker,  and  never  perhaps  a  happier. 

It  is  painful  to  have  to  doubt  of  the  continuance 
of  such  a  class,  and  yet  I  fear  we  must  doubt  of  it: 
the  evidence  of  figures  is  against  it.  In  1810  there 
were  40  private  banks  in  Lombard  Street  admitted 
to  the  Clearing  House,  there  now  are  only  13 ;  though 
the  business  of  banking  has  increased  so  much  since 
1810,  this  species  of  banks  is  fewer  in  number  than 
it  was  then:  nor  is  this  the  worst,  —  the  race  is  not 
renewed.  There  are  not  many  recognized  impossi- 
bilities in  business,  but  everybody  admits  that  "you 
cannot  found  a  new  private  bank " ;  no  such  has 
been  founded  in  London,  or  as  far  as  I  know  in  the 
country,  for  many  years.  The  old  ones  merge  or 
die,  and  so  the  number  is  lessened;  but  no  new  ones 
begin  so  as  to  increase  that  number  again. 
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The  truth  is,  that  the  circumstances  which  origin- 
ally favored  the  establishment  of  private  banks  have 
now  almost  passed  away  :  the  world  has  become  so 
large  and  complicated  that  it  is  not  easy  to  ascertain 
who  is  rich  and  who  is  poor.  No  doubt  there  are 
some  enormously  wealthy  men  in  England  whose 
means  everybody  has  heard  of  and  has  no  doubt  of ; 
but  these  are  not  the  men  to  incur  the  vast  liabilities 
of  private  banking.  If  they  were  bred  in  it  they 
might  stay  in  it,  but  they  would  never  begin  it  for 
themselves ;  and  if  they  did,  I  expect  people  would 
begin  to  doubt  even  of  their  wealth.  It  would  be 
said,  "What  does  A  B  go  into  banking  for?  he 
cannot  be  as  rich  as  we  thought."  A  millionaire 
commonly  shrinks  from  liability,  and  the  essence 
of  great  banking  is  great  liability.  No  doubt  there 
are  many  "second-rate"  rich  men,  as  we  now  count 
riches,  who  would  be  quite  ready  to  add  to  their  in- 
come the  profit  of  a  private  bank,  if  only  they  could 
manage  it ;  but  unluckily  they  cannot  manage  it,  — 
their  wealth  is  not  sufficiently  familiar  to  the  world, 
they  cannot  obtain  the  necessary  confidence.  No  new 
private  bank  is  founded  in  England  because  men  of 
first-rate  wealth  will  not  found  one,  and  men  not  of 
absolutely  first-rate  wealth  cannot. 

In  the  present  day,  also,  private  banking  is  exposed 
to  a  competition  against  which  in  its  origin  it  had 
not  to  struggle :  owing  to  the  changes  of  which  I 
have  before  spoken,  joint-stock  banking  has  begun  to 
compete  with  it.  In  old  times  this  was  impossible, 
— the  Bank  of  England  had  a  monopoly  in  banking 
of  the  principle  of  association  ;  but  now  large  joint- 
stock  banks  of  deposit  are  among  the  most  conspic- 
uous banks  in  Lombard  Street.  They  have  a  large 
paid-up  capital  and  intelligible  published  accounts ; 
they  use  these  as  an  incessant  advertisement,  in  a 
manner  in  which  no  individual  can  use  his  own 
wealth  :  by  their  increasing  progress  they  effectually 
prevent  the  foundation  of  any  new  private  bank. 
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The  amount  of  the  present  business  of  private 
banks  is  perfectly  unknown,  —  their  balance  sheets 
are  effective  secrets,  rigidly  guarded;  but  none  of 
them,  except  a  few  of  the  largest,  are  believed  at 
all  to  gain  business.  The  common  repute  of  Lom- 
bard Street  might  be  wrong  in  a  particular  case, 
but  upon,  the  general  doctrine  it  is  almost  sure  to  be 
right.  There  are  a  few  well-known  exceptions,  but 
according  to  universal  belief  the  deposits  of  most 
private  bankers  in  London  tend  rather  to  diminish 
than  to  increase. 

As  to  the  smaller  banks,  this  naturally  would  be 
so,  —  a  large  bank  always  tends  to  become  larger,  and 
a  small  one  tends  to  become  smaller :  people  naturally 
choose  for  their  banker  the  banker  who  has  most 
present  credit,  and  the  one  who  has  most  money  in 
hand  is  the  one  who  possesses  such  credit.  This  is 
what  is  meant  by  saying  that  a  long-established 
and  rich  bank  has  a  "privileged  opportunity":  it  is 
in  a  better  position  to  do  its  business  than  any  one 
else  is ;  it  has  a  great  advantage  over  old  compet- 
itors and  an  overwhelming  superiority  over  new- 
comers. New  people  coming  into  Lombard  Street 
judge  by  results  :  they  give  to  those  who  have ;  they 
take  their  money  to  the  biggest  bank  because  it  is 
the  biggest.  I  confess  I  cannot,  looking  far  for- 
ward into  the  future,  expect  that  the  smaller  private 
banks  will  maintain  their  ground.  Their  old  connec- 
tions will  not  leave  them;  there  will  be  no  fatal 
ruin,  no  sudden  mortality :  but  the  tide  will  gently 
ebb,  and  the  course  of  business  will  be  carried  else- 
where. 

Sooner  or  later,  appearances  indicate  and  principle 
suggests  that  the  business  of  Lombard  Street  will  be 
divided  between  the  joint-stock  banks  and  a  few 
large  private  banks  ;  and  then  we  have  to  ask  our- 
selves the  question,  Can  those  large  private  banks  be 
permanent  ?  I  am  sure  I  should  be  very  sorry  to 
say  that  they  certainly  cannot;  but  at  the  same  time 
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I  cannot  be  blind  to  the  grave  difficulties  which 
they  must  surmount. 

In  the  first  place,  a  hereditary  business  of  great 
magnitude  is  dangerous :  the  management  of  such 
a  business  needs  more  than  common  industry  and 
more  than  common  ability,  but  there  is  no  security 
at  all  that  these  will  be  regularly  continued  in  each 
generation.  The  case  of  Overend,  Gurney  &  Co., 
the  model  instance  of  all  evil  in  business,  is  a  most 
alarming  example  of  this  evil.  No  cleverer  men  of 
business,  probably  (cleverer,  I  mean,  for  the  purposes 
of  their  particular  calling),  could  well  be  found  than 
the  founders  and  first  managers  of  that  house ;  but 
in  a  very  few  years  the  rule  in  it  passed  to  a 
generation  whose  folly  surpassed  the  usual  limit  of 
imaginable  incapacity,  —  in  a  short  time  they  substi- 
tuted ruin  for  prosperity  and  changed  opulence  into 
insolvency.  Such  great  folly  is  happily  rare,  and 
the  business  of  a  bank  is  not  nearly  as  difficult 
as  the  business  of  a  discount  company ;  still,  much 
folly  is  common,  and  the  business  of  a  great  bank 
requires  a  great  deal  of  ability  and  an  even  rarer 
degree  of  trained  and  sober  judgment.  That  which 
happened  so  marvelously  in  the  green  tree  may  hap- 
pen also  in  the  dry :  a  great  private  bank  might 
easily  become  very  rotten  by  a  change  from  discretion 
to  foolishness  in  those  who  conduct  it. 

We  have  had  as  yet  in  London,  happily,  no  ex- 
ample of  this ;  indeed,  we  have  hardly  as  yet  had 
the  opportunity.  Till  now  private  banks  have  been 
small,  —  small  as  we  now  reckon  banks;  for  their 
exigencies  a  moderate  degree  of  ability  and  an  anx- 
ious caution  will  suffice :  but  if  the  size  of  the  banks 
is  augmented  and  greater  ability  is  required,  the  con- 
stant difficulty  of  a  hereditary  government  will  begin 
to  be  felt.  "  The  father  had  great  brains  and  created 
the  business,  but  the  son  had  less  brains  and  lost 
or  lessened  it : "  this  is  the  history  of  all  great  mon- 
archies, and  it  may  be  the  history  of  great  private 
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banks.  The  peculiarity  in  the  case  of  Overend,  Gur- 
ney  &  Co.  —  at  least,  one  peculiarity  —  is,  that  the 
evil  was  soon  discovered.  The  richest  partners  had 
least  concern  in  the  management ;  and  when  they 
found  that  incredible  losses  were  ruining  them,  they 
stopped  the  concern  and  turned  it  into  a  company. 
But  they  had  done  nothing;  if  at  least  they  had 
only  prevented  further  losses,  the  firm  might  have 
been  in  existence  and  in  the  highest  credit  now  :  it 
was  the  publicity  of  their  losses  which  ruined  them. 
But  if  they  had  continued  to  be  a  private  partner- 
ship they  need  not  have  disclosed  those  losses  :  they 
might  have  written  them  off  quietly  out  of  the  im- 
mense profits  they  could  have  accumulated  ;  they  had 
some  ten  millions  of  other  people's  money  in  their 
hands  which  no  one  thought  of  disturbing.  The  per- 
turbation through  the  country  which  their  failure 
caused  in  the  end,  shows  how  diffused  and  how  un- 
impaired their  popular  reputation  was ;  no  one  in  the 
rural  districts  (as  I  know  by  experience)  would  ever 
believe  a  word  against  them,  say  what  you  might. 
The  catastrophe  came  because  at  the  change  the  part- 
ners in  the  old  private  firm  —  the  Gurney  family  espe- 
cially—  had  guaranteed  the  new  company  against  the 
previous  losses :  those  losses  turned  out  to  be  much 
greater  than  was  expected  ;  to  pay  what  was  neces- 
sary the  Gurneys  had  to  sell  their  estates,  and  their 
visible  ruin  destroyed  the  credit  of  the  concern.  But 
if  there  had  been  no  such  guaranty  and  no  sale  of 
estates,  —  if  the  great  losses  had  slept  a  quiet  sleep  in 
a  hidden  ledger,  —  no  one  would  have  been  alarmed; 
and  the  credit  and  the  business  of  "Overends" 
might  have  existed  till  now,  and  their  name  still 
continued  to  be  one  of  our  first  names.  The  diffi- 
culty of  propagating  a  good  management  by  inherit- 
ance for  generations  is  greatest  in  private  banks  and 
discount  firms  because  of  their  essential  secrecy. 

The    danger   may  indeed    be    surmounted    by   the 
continual    infusion    of    new    and    able    partners ;    the 
VOL.  V.- 12 
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deterioration  of  the  old  blood  may  be  compensated 
by  the  excellent  quality  of  the  fresh  blood.  But  to 
this  again  there  is  an  objection,  of  little  value  per- 
haps in  seeming,  but  of  much  real  influence  in  prac- 
tice :  the  infusion  of  new  partners  requires  from  the 
old  partners  a  considerable  sacrifice  of  income  ;  the 
old  must  give  up  that  which  the  new  receive,  and 
the  old  will  not  like  this.  The  effectual  remedy  is 
so  painful  that  I  fear  it  often  may  be  postponed  too 
long. 

I  cannot  therefore  expect  with  certainty  the  con- 
tinuance of  our  system  of  private  banking :  I  am 
sure  that  the  days  of  small  banks  will  before  many 
years  come  to  an  end,  and  that  the  difficulties  of 
large  private  banks  are  very  important.  In  the  mean 
time  it  is  very  important  that  large  private  banks 
should  be  well  managed  ;  and  the  present  state  of 
banking  makes  this  peculiarly  difficult.  The  detail 
of  the  business  is  augmenting  with  an  overwhelming 
rapidity  :  more  checks  are  drawn  year  by  year,  —  not 
only  more  absolutely,  but  more  by  each  person  and 
more  in  proportion  to  his  income ;  the  payments  in 
and  payments  out  of  a  common  account  are  very 
much  more  numerous  than  they  formerly  were : 
and  this  causes  an  enormous  growth  of  detail.  And 
besides,  bankers  have  of  late  begun  almost  a  new 
business :  they  now  not  only  keep  people's  money,  but 
also  collect  their  incomes  for  them.  Many  persons 
live  entirely  on  the  income  of  shares  or  debentures 
or  foreign  bonds,  which  is  paid  in  coupons,  and  these 
are  handed  in  for  the  bank  to  collect ;  often  enough 
the  debenture  or  the  certificate  or  the  bond  is  in 
the  custody  of  the  banker,  and  he  is  expected  to 
see  when  the  coupon  is  due,  and  to  cut  it  off  and 
transmit  it  for  payment  :  and  the  detail  of  all  this 
is  incredible,  and  it  needs  a  special  machinery  to  cope 
with  it. 

A  large  joint-stock  bank,  if  well  worked,  has  that 
machinery.  It  has  at  the  head  of  the  executive  a 
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general  manager  who  was  tried  in  the  detail  of 
banking,  who  is  devoted  to  it,  and  who  is  content  to 
live  almost  wholly  in  it ;  he  thinks  of  little  else, 
and  ought  to  think  of  little  else.  One  of  his  first 
duties  is  to  form  a  hierarchy  of  inferior  officers, 
whose  respective  duties  are  defined,  and  to  see  that 
they  can  perform  and  do  perform  those  duties.  But 
a  private  bank  of  the  type  usual  in  London  has  no 
such  officer.  It  is  managed  by  the  partners :  now, 
these  are  generally  rich  men,  are  seldom  able  to 
grapple  with  great  business  of  detail,  and  are  not 
disposed  to  spend  their  whole  lives  [in]  and  devote 
their  entire  minds  to  it  if  they  were  able.  A  person 
with  the  accumulated  wealth,  the  education,  and  the 
social  place  of  a  great  London  banker  would  be  a 
fool  so  to  devote  himself :  he  would  sacrifice  a  suit- 
able and  a  pleasant  life  for  an  unpleasant  and  an 
unsuitable  life.  But  still  the  detail  must  be  well 
done ;  and  some  one  must  be  specially  chosen  to 
watch  it  and  to  preside  over  it,  or  it  will  not  be 
well  done.  Until  now,  or  until  lately,  this  difficulty 
has  not  been  fully  felt,  —  the  detail  of  the  business 
of  a  small  private  bank  was  moderate  enough  to 
be  superintended  effectually  by  the  partners ;  but 
as  has  been  said,  the  detail  of  banking — the  pro- 
portion of  detail  to  the  size  of  the  bank — is  every- 
where increasing.  The  size  of  the  private  banks 
will  have  to  augment  if  private  banks  are  not  to 
cease;  and  therefore  the  necessity  of  a  good  organ- 
ization for  detail  is  urgent.  If  the  bank  grows,  and 
simultaneously  the  detail  grows  in  proportion  to  the 
bank,  a  frightful  confusion  is  near  unless  care  be 
taken. 

The  only  organization  which  I  can  imagine  to 
be  effectual  is  that  which  exists  in  the  antagonistic 
establishments.  The  great  private  banks  will  have, 
I  believe,  to  appoint,  in  some  form  or  other  and 
under  some  name  or  other,  some  species  of  general 
manager  who  will  watch,  contrive,  and  arrange  the 
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detail  for  them.  The  precise  shape  of  the  organiza- 
tion is  immaterial,  —  each  bank  may  have  its  own 
shape ;  but  the  man  must  be  there.  The  true  busi- 
ness of  the  private  partners  in  such  a  bank  is  much 
that  of  the  directors  in  a  joint-stock  bank :  they 
should  form  a  permanent  committee  to  consult  with 
their  general  manager,  to  watch  him,  and  to  attend 
to  large  loans  and  points  of  principle.  They  should 
not  themselves  be  responsible  for  detail ;  if  they 
do  there  will  be  two  evils  at  once  :  the  detail  will 
be  done  badly,  and  the  minds  of  those  who  ought 
to  decide  principal  things  will  be  distracted  from  those 
principal  things.  There  will  be  a  continual  worry 
in  the  bank,  and  in  a  worry  bad  loans  are  apt  to 
be  made  and  money  is  apt  to  be  lost. 

A  subsidiary  advantage  of  this  organization  is, 
that  it  would  render  the  transition  from  private  bank- 
ing to  joint-stock  banking  easier,  if  that  transition 
should  be  necessary ;  the  one  might  merge  in  the 
other  as  convenience  suggested  and  as  events  required. 
There  is  nothing  intrusive  in  discussing  this  subject : 
the  organization  of  the  private  is  just  like  that  of 
the  joint-stock  banks ;  all  the  public  are  interested 
that  it  should  be  good.  The  want  of  a  good  organi- 
zation may  cause  the  failure  of  one  or  more  of  these 
banks;  and  such  failure  of  such  banks  may  intensify 
a  panic,  even  if  it  should  not  cause  one. 


CHAPTER  XL 

THE    BILL-BROKERS. 

UNDER  every  system  of  banking  —  whether  that  in 
which  the  reserve  is  kept  in  many  banks  or  one  in 
which  it  is  kept  in  a  single  bank  only  —  there  will 
always  be  a  class  of  persons  who  examine  more 
carefully  than  busy  bankers  can  the  nature  of  dif- 
ferent securities,  and  who  by  attending  only  to  one 
class  come  to  be  particularly  well  acquainted  with 
that  class ;  and  as  these  specially  qualified  dealers 
can  for  the  most  part  lend  much  more  than  their 
own  capital,  they  will  always  be  ready  to  borrow 
largely  from  bankers  and  others,  and  to  deposit  the 
securities  which  they  know  to  be  good  as  a  pledge 
for  the  loan.  They  act  thus  as  intermediaries  be- 
tween the  borrowing  public  and  the  less  qualified 
capitalist :  knowing  better  than  the  ordinary  capi- 
talist which  loans  are  better  and  which  are  worse, 
they  borrow  from  him,  and  gain  a  profit  by  charging 
to  the  public  more  than  they  pay  to  him. 

Many  stock  brokers  transact  such  business  upon  a 
great  scale :  they  lend  large  sums  on  foreign  bonds  or 
railway  shares  or  other  such  securities,  and  borrow 
those  sums  from  bankers,  depositing  the  securities 
with  the  bankers,  and  generally  (though  not  always) 
giving  their  guaranty.  But  by  far  the  greatest  of 
these  intermediate  dealers  are  the  bill-brokers.  Mer- 
cantile bills  are  an  exceedingly  difficult  kind  of 
security  to  understand.  The  relative  credit  of  dif- 
ferent merchants  is  a  great  "tradition";  it  is  a 
large  mass  of  most  valuable  knowledge  which  has 
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never  been  described  in  books,  and  is  probably  inca- 
pable of  being  so  described.  The  subject  matter  of 
it,  too,  is  shifting  and  changing  daily  :  an  accurate 
representation  of  the  trustworthiness  of  houses  at 
the  beginning  of  a  year  might  easily  be  a  most 
fatal  representation  at  the  end  of  it.  In  all  years 
there  are  great  changes,  —  some  houses  rise  a  good 
deal  and  some  fall,  —  and  in  some  particular  years 
the  changes  are  immense  :  in  years  like  1871  many 
active  men  make  so  much  money  that  at  the  end 
of  the  year  they  are  worthy  of  altogether  greater 
credit  than  any  one  would  have  dreamed  of  giving 
to  them  at  the  beginning ;  on  the  other  hand,  in 
years  like  1866  a  contagious  ruin  destroys  the  trust- 
worthiness of  very  many  firms  and  persons,  and  often 
especially  of  many  who  stood  highest  immediately 
before.  Such  years  alter  altogether  an  important 
part  of  the  mercantile  world  :  the  final  question  of 
bill-brokers,  "Which  bills  will  be  paid  and  which 
will  not?  which  bills  are  second-rate  and  which  first- 
rate  ? "  would  be  answered  very  differently  at  the 
beginning  of  the  year  and  at  the  end.  No  one  can 
be  a  good  bill-broker  who  has  not  learnt  the  great 
mercantile  tradition  of  what  is  called  "the  standing 
of  parties,"  and  who  does  not  watch  personally  and 
incessantly  the  inevitable  changes  which  from  hour 
to  hour  impair  the  truth  of  that  tradition.  The 
"credit"  of  a  person  —  that  is,  the  reliance  which 
may  be  placed  on  his  pecuniary  fidelity  —  is  a  dif- 
ferent thing  from  his  property.  No  doubt,  other 
things  being  equal,  a  rich  «nan  is  more  likely  to  pay 
than  a  poor  man  ;  but  on  the  other  hand,  there  are 
many  men  not  of  much  wealth  who  are  trusted  in 
the  market,  "as  a  matter  of  business,"  for  sums 
much  exceeding  the  wealth  of  those  who  are  many 
times  richer, — a  firm  or  a  person  who  have  been 
long  known  to  "meet  their  engagements"  inspire 
a  degree  of  confidence  not  dependent  on  the  quan- 
tity of  his  or  their  property.  Persons  who  buy  to 
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sell  again  soon  are  often  liable  for  amounts  alto- 
gether much  greater  than  their  own  capital ;  and 
the  power  of  obtaining  those  sums  depends  upon 
their  "respectability,"  their  "standing,"  and  their 
"credit,"  as  the  technical  terms  express  it,  and  more 
simply  upon  the  opinion  which  those  who  deal  with 
them  have  formed  of  them.  The  principal  mode  in 
which  money  is  raised  by  traders  is  by  "bills  of 
exchange " ;  the  estimated  certainty  of  their  paying 
those  bills  on  the  day  they  fall  due  is  the  measure 
of  their  credit :  and  those  who  estimate  that  liability 
best  —  the  only  persons  indeed  who  can  estimate  it 
exceedingly  well  —  are  the  bill-brokers ;  and  these 
dealers,  taking  advantage  of  their  peculiar  knowl- 
edge, borrow  immense  sums  from  bankers  and  others. 
They  generally  deposit  the  bills  as  a  security,  and 
they  generally  give  their  own  guaranty  of  the  good- 
ness of  the  bill ;  but  neither  of  such  practices  indeed 
is  essential,  though  both  are  the  ordinary  rule.  When 
Overends  failed,  as  I  have  said  before,  they  had  bor- 
rowed in  this  way  very  largely ;  there  are  others  now 
in  the  trade  who  have  borrowed  quite  as  much. 

As  is  usually  the  case,  this  kind  of  business  has 
grown  up  only  gradually.  In  the  year  1810  there 
was  no  such  business  precisely  answering  to  what  we 
now  call  "bill-broking"  in  London.  Mr.  Richardson, 
the  principal  bill-broker  of  the  time,  as  the  term  was 
then  understood,  thus  described  his  business  to  the 
"Bullion  Committee":  — 

"What  is  the  nature  of  the  agency  for  country  banks?  — It  is 
twofold  :  in  the  first  place,  to  procure  money  for  country  bankers 
on  bills  when  they  have  occasion  to  borrow  on  discount,  which 
is  not  often  the  case ;  and  in  the  next  place,  to  lend  the  money 
for  the  country  bankers  on  bills  on  discount.  The  sums  of  money 
which  I  lend  for  country  bankers  on  discount  are  fifty  times  more 
than  the  sums  borrowed  for  country  bankers. 

"Do  you  send  London  bills  into  the  country  for  discount?  — 
Yes. 

"Do  you  receive  bills  from  the  country  upon  London  in  return, 
at  a  date,  to  be  discounted?  —  Yes,  to  a  very  considerable  amount, 
from  particular  parts  of  the  country. 
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"Are  not  both  sets  of  bills  by  this  means  under  discount?  — 
No,  the  bills  received  from  one  part  of  the  country  are  sent  down 
to  another  part  for  discount. 

"And  they  are  not  discounted  in  London?  —  No.  In  some 
parts  of  the  country  there  is  but  little  circulation  of  bills  drawn 
upon  London,  as  in  Norfolk,  Suffolk,  Essex,  Sussex,  etc.  ;  but  there 
is  there  a  considerable  circulation  in  country  bank  notes,  principally 
optional  notes.  In  Lancashire  there  is  little  or  no  circulation  of 
country  bank  notes ;  but  there  is  a  great  circulation  of  bills  drawn 
upon  London  at  two  or  three  months'  date.  I  receive  bills  to  a  con- 
siderable amount  from  Lancashire  in  particular,  and  remit  them 
to  Norfolk,  Suffolk,  etc.,  where  the  bankers  have  large  lodgments 
and  much  surplus  money  to  advance  on  bills  for  discount." 

Mr.  Richardson  was  only  a  broker  who  found 
money  for  bills  and  bills  for  money.  He  is  further 
asked  :  — 

"Do  you  guarantee  the  bills  you  discount,  and  what  is  your 
charge  per  cent.  ?  —  No,  we  do  not  guarantee  them  ;  our  charge 
is  one-eighth  per  cent,  brokerage  upon  the  bill  discounted,  but  we 
make  no  charge  to  the  lender  of  the  money. 

"Do  you  consider  that  brokerage  as  a  compensation  for  the 
skill  which  you  exercise  in  selecting  the  bills  which  you  thus  get 
discounted? — Yes,  for  selecting  the  bills,  writing  letters,  and  other 
trouble. 

"Does  the  party  who  furnishes  the  money  give  you  any  kind 
of  compensation?  —  None  at  all. 

"Does  he  not  consider  you  as  his  agent,  and  in  some  degree 
responsible  for  the  safety  of  the  bills  which  you  give  him?  —  Not 
at  all. 

"Does  he  not  prefer  you  on  the  score  of  his  judging  that  you 
will  give  him  good  intelligence  upon  that  subject  ?  —  Yes,  he  relies 
upon  us. 

"Do  you  then  exercise  a  discretion  as  to  the  probable  safety 
of  the  bills  ?  —  Yes ;  if  a  bill  comes  to  us  which  we  conceive  not  to 
be  safe,  we  return  it. 

"Do  you  not  then  conceive  yourselves  to  depend  in  a  great 
measure  for  the  quantity  of  business  which  you  can  perform  on 
the  favor  of  the  party  lending  the  money  ?  —  Yes,  very  much  so. 
If  we  manage  our  business  well,  we  retain  our  friends ;  if  we  do 
not,  we  lose  them." 

It  was  natural  enough  that  the  owners  of  the 
money  should  not  pay,  though  the  owner  of  the  bill 
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did  :  for  in  almost  all  ages  the  borrower  has  been  a 
seeker  more  or  less  anxious, — he  has  always  been 
ready  to  pay  for  those  who  will  find  him  the  money 
he  is  in  search  of ;  but  the  possessor  of  money  has 
rarely  been  willing  to  pay  anything,  —  he  has  usually 
and  rightly  believed  that  the  borrower  would  dis- 
cover him  soon. 

Notwithstanding  other  changes,  the  distribution  of 
the  customers  of  the  bill-brokers  in  different  parts 
of  the  country  still  remains  much  as  Mr.  Richardson 
described  it  sixty  years  ago.  For  the  most  part, 
agricultural  counties  do  not  employ  as  much  money 
as  they  save  ;  manufacturing  counties,  on  the  other 
hand,  can  employ  much  more  than  they  save :  and 
therefore  the  money  of  Norfolk  or  of  Somersetshire 
is  deposited  with  the  London  bill-brokers,  who  use 
it  to  discount  the  bills  of  Lancashire  and  York- 
shire. 

The  old  practice  of  bill-broking,  which  Mr.  Rich- 
ardson describes,  also  still  exists :  there  are  many 
brokers  to  be  seen  about  Lombard  Street  with  bills 
which  they  wish  to  discount  but  which  they  do  not 
guarantee.  They  have  sometimes  discounted  these 
bills  with  their  own  capital :  and  if  they  can  redis- 
count them  at  a  slightly  lower  rate,  they  gain  a  differ- 
ence which  at  first  seems  but  trifling,  but  with  which 
they  are  quite  content,  because  this  system  of  lending 
first  and  borrowing  again  immediately  enables  them 
to  turn  their  capital  very  frequently,  and  on  a  few 
thousand  pounds  of  capital  to  discount  hundreds  of 
thousands  of  bills  ;  as  the  transactions  are  so  many, 
they  can  be  content  with  a  smaller  profit  on  each. 
In  other  cases,  these  non-guaranteeing  brokers  are 
only  agents  who  are  seeking  money  for  bills  which 
they  have  undertaken  to  get  discounted.  But  in  either 
case,  as  far  as  the  banker  or  other  ultimate  capi- 
talist is  concerned,  the  transaction  is  essentially  that 
which  Mr.  Richardson  describes :  the  loan  by  such 
banker  is  a  rediscount  of  the  bill ;  that  banker  cannot 
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obtain  repayment  of  that  loan  except  by  the  pay- 
ment of  the  bill  at  maturity,  —  he  has  no  claim  upon 
the  agent  who  brought  him  the  bill.  Bill-broking,  in 
this  which  we  may  call  its  "archaic"  form,  is  sim- 
ply one  of  the  modes  in  which  bankers  obtain  bills 
which  are  acceptable  to  them  and  which  they  redis- 
count. No  reference  is  made  in  it  to  the  credit  of 
the  bill-broker  ;  the  bills,  being  discounted  "  without 
recourse "  to  him,  are  as  good  if  taken  from  a  pauper 
as  if  taken  from  a  millionaire  :  the  lender  exercises 
his  own  judgment  on  the  goodness  of  the  bill. 

But  in  modern  bill-broking  the  credit  of  the  bill- 
broker  is  a  vital  element.  The  lender  considers 
that  the  bill-broker  —  no  matter  whether  an  individ- 
ual, a  company,  or  a  firm — has  considerable  wealth; 
and  he  takes  the  bills  relying  that  the  broker  would 
not  venture  that  wealth  by  guaranteeing  them  un- 
less he  thought  them  good.  The  lender  thinks,  too, 
that  the  bill-broker,  being  daily  conversant  with  bills 
and  bills  only,  knows  probably  all  about  bills ;  he 
lends  partly  in  reliance  on  the  wealth  of  the  broker 
and  partly  in  reliance  on  his  skill.  He  does  not  exer- 
cise much  judgment  of  his  own  on  the  bills  depos- 
ited with  him  ;  he  often  does  not  watch  them  very 
closely.  Probably  not  one-thousandth  part  of  the 
creditors  on  security  of  Overend,  Gurney  &  Co.  had 
ever  expected  to  have  to  rely  on  that  security,  or 
had  ever  given  much  real  attention  to  it.  Sometimes 
indeed  the  confidence  in  the  bill-brokers  goes  farther  : 
a  considerable  number  of  persons  lend  to  them  not 
only  without  much  looking  at  the  security,  but  even 
without  taking  any  security.  This  is  the  exact  re- 
verse of  the  practice  which  Mr.  Richardson  described 
in  1810  :  then  the  lender  relied  wholly  on  the  good- 
ness of  the  bill ;  now,  in  these  particular  cases,  he 
relies  solely  on  the  bill-broker,  and  does  not  take  a 
bill  in  any  shape.  Nothing  can  be  more  natural  or 
more  inevitable  than  this  change.  It  was  certain 
that  the  bill-broker,  being  supposed  to  understand 
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bills  well,  would  be  asked  by  the  lenders  to  evince 
his  reliance  on  the  bills  he  offered  by  giving  a  guar- 
antee for  them ;  it  was  also  most  natural  that  the 
bill-brokers,  having  by  the  constant  practice  of  this 
lucrative  trade  obtained  high  standing  and  acquired 
great  wealth,  should  become  more  or  less  bankers 
too,  and  should  receive  money  on  deposit  without  giv- 
irig  any  security  for  it. 

But  the  effects  of  the  change  have  been  very 
remarkable.  In  the  practice  as  Mr.  Richardson  de- 
scribed it,  there  is  no  peculiarity  very  likely  to  affect 
the  money  market :  the  bill-broker  brought  bills  to 
the  banker,  just  as  others  brought  them  ;  nothing  at 
all  could  be  said  as  to  it  except  that  the  bank  must 
not  discount  bad  bills,  must  not  discount  too  many 
bills,  and  must  keep  a  good  reserve.  But  the  modern 
practice  introduces  more  complex  considerations.  In 
the  trade  of  bill-broking  as  it  now  exists  there  is  one 
great  difficulty :  the  bill-broker  has  to  pay  interest 
for  all  the  money  which  he  receives.  How  this  arose 
we  have  just  seen :  the  present  lender  to  the  bill- 
broker  at  first  always  used  to  discount  a  bill,  which 
is  as  much  as  saying  that  he  was  always  a  lender  at 
interest ;  when  he  came  to  take  the  guarantee  of  the 
broker,  and  only  to  look  at  the  bills  as  a  collateral 
security,  naturally  he  did  not  forego  his  interest,  — 
still  less  did  he  forego  it  when  he  ceased  to  take 
security  at  all.  The  bill-broker  has,  in  one  shape  or 
other,  to  pay  interest  on  every  sixpence  left  with 
him ;  and  that  constant  habit  of  giving  interest  has 
this  grave  consequence,—  the  bill-broker  cannot  afford 
to  keep  much  -money  unemployed.  He  has  become 
a  banker,  owing  large  sums  which  he  may  be  called 
on  to  repay  ;  but  he  cannot  hold  as  much  as  an 
ordinary  banker,  or  nearly  as  much,  of  such  sums 
in  cash,  because  the  loss  of  interest  would  ruin  Him. 
Competition  reduces  the  rate  which  the  bill-broker 
can  charge  and  raises  the  rate  which  the  bill-broker 
must  give,  so  that  he  has  to  live  on  a  difference 
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exceedingly  narrow  ;  and  if  he  constantly  kept  a  large 
hoard  of  barren  money,  he  would  soon  be  found  in 
the  Gazette. 

The  difficulty  is  aggravated  by  the  terms  upon 
which  a  great  part  of  the  money  at  the  bill-brokers 
is  deposited  with  them  :  very  much  of  it  is  repayable 
at  demand  or  at  very  short  notice ;  the  demands 
on  a  broker  in  periods  of  alarm  may  consequently 
be  very  great,  and  in  practice  they  often  are  so. 
In  times  of  panic  there  is  always  a  very  heavy  call, 
if  not  a  run,  upon  them ;  and  [as]  in  consequence 
of  the  essential  nature  of  their  business  they  cannot 
constantly  keep  a  large  unemployed  reserve  of  their 
own  in  actual  cash,  they  are  obliged  to  ask  help  of 
some  one  who  possesses  that  cash.  By  the  conditions 
of  his  trade  the  bill-broker  is  forced  to  belong  to  a 
class  of  "  dependent  money  dealers,"  as  we  may 
term  them;  that  is,  of  dealers  who  do  riot  keep 
their  own  reserve,  and  must  therefore  at  every  crisis 
of  great  difficulty  revert  to  others. 

In  a  natural  state  of  banking  —  that  in  which 
all  the  principal  banks  kept  their  own  reserve  —  this 
demand  of  the  bill-brokers  and  other  dependent 
dealers  would  be  one  of  the  principal  calls  on  that 
reserve.  At  every  period  of  incipient  panic,  the 
holders  of  it  would  perceive  that  it  was  of  great 
importance  to  themselves  to  support  these  dependent 
dealers  :  if  the  panic  destroyed  those  dealers,  it  would 
grow  by  what  it  fed  upon  (as  is  its  nature),  and 
might  probably  destroy  also  the  bankers,  the  hold- 
ers of  the  reserve.  The  public  terror  at  such  times 
is  indiscriminate  :  when  one  house  of  good  credit  has 
perished,  other  houses  of  equal  credit  though  of  dif- 
ferent nature  are  in  danger  of  perishing.  The  many 
holders  of  the  banking  reserve  would  under  the  nat- 
ural system  of  banking  be  obliged  to  advance  out  of 
that  reserve  to  uphold  bill-brokers  and  similar  deal- 
ers ;  it  would  be  essential  to  their  own  preservation 
not  to  let  such  dealers  fail,  and  the  protection  of 
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such  dealers  would  therefore  be  reckoned  among  the 
necessary  purposes  for  which  they  retained  that 
reserve. 

Nor  probably  would  the  demands  on  the  bill-brokers 
in  such  a  system  of  banking  be  exceedingly  formid- 
able. Considerable  sums  would  no  doubt  be  drawn 
from  them,  but  there  would  be  no  special  reason  why 
money  should  be  demanded  from  them  more  than 
from  any  other  money  dealers ;  they  would  share  the 
panic  with  the  bankers  who  kept  the  reserve,  but 
they  would  not  feel  it  more  than  the  bankers.  In 
each  crisis  the  set  of  the  storm  would  be  determined 
by  the  cause  which  had  excited  it,  but  there  would 
not  be  anything  in  the  nature  of  bill-broking  to  at- 
tract the  advance  of  the  alarm  peculiarly  to  them,— 
they  would  not  be  more  likely  to  suffer  than  other 
persons  ;  the  only  difference  would  be  that  when  they 
did  suffer,  having  no  adequate  reserve  of  their  own, 
they  would  be  obliged  to  ask  the  aid  of  others. 

But  under  a  one-reserve  system  of  banking,  the 
position  of  the  bill-brokers  is  much  more  singular  and 
much  more  precarious.  In  fact,  in  Lombard  Street, 
the  principal  depositors  of  the  bill-brokers  are  the 
bankers,  whether  of  London  or  of  provincial  England 
or  of  Scotland  or  Ireland.  Such  deposits  are  in 
fact  a  portion  of  the  reserve  of  these  bankers ;  they 
make  an  essential  part  of  the  sums  which  they  have 
provided  and  laid  by  against  a  panic  :  accordingly, 
in  every  panic  these  sums  are  sure  to  be  called  in 
from  the  bill-brokers ;  they  were  wanted  to  be  used 
by  their  owners  in  time  of  panic,  and  in  time  of 
panic  they  ask  for  them.  "Perhaps  it  may  be  inter- 
esting to  the  Committee,"  said  Alderman  Salomons, 
speaking  on  behalf  of  the  London  and  Westminster 
Bank,  after  the  panic  of  1857,  "  to  know  that  on 
the  llth  of  November  we  held  discounted  bills  for 
brokers  to  the  amount  of  £5,623,000;  out  of  those 
bills  £2,800,000  matured  between  the  llth  of  Novem- 
ber and  the  4th  of  December,  and  £2,000,000  more 
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between  the  4th  of  December  and  the  31st :  conse- 
quently we  were  prepared,  merely  by  the  maturing 
of  our  bills  of  exchange,  for  any  demand  that  might 
come  upon  us."  *  This  is  not  indeed  a  direct  with- 
drawal of  money  on  deposit,  but  its  principal  effect 
is  identical :"  at  the  beginning  of  the  time  the  Lon- 
don and  Westminster  Bank  had  lent  £5,000,000  more 
to  the  bill-brokers  than  they  had  at  the  end  of  it, 
and  that  £5,000,000  the  bank  had  added  to  its  reserve 
against  a  time  of  difficulty. 

The  intensity  of  the  demand  on  the  bill-broker [s] 
is  aggravated,  therefore,  by  our  peculiar  system  of 
banking :  just  at  the  moment  when,  by  the  nature 
of  their  business,  they  have  to  resort  to  the  reserves 
of  bankers  for  necessary  support,  the  bankers  remove 
from  them  large  sums  in  order  to  strengthen  those 
reserves.  A  great  additional  strain  is  thrown  upon 
them  just  at  the  moment  when  they  are  least  able 
to  bear  it ;  and  it  is  thrown  by  those  who  under  a 
natural  system  of  banking  would  not  aggravate  the 
pressure  on  the  bill-brokers,  but  relieve  it. 

And  the  profits  of  bill-broking  are  proportionably 
raised.  The  reserves  of  the  bankers  so  deposited 
with  the  bill-broker  form  a  most  profitable  part  of 
his  business :  they  are  on  the  whole  of  very  large 
amount,  and  at  all  .times  except  those  of  panic  may 
well  be  depended  upon,  —  the  bankers  are  pretty  sure 
to  keep  them  there,  just  because  they  must  keep  a 
reserve  and  they  consider  it  one  of  the  best  places 
in  which  to  keep  it.  Under  a  more  natural  system, 
no  part  of  the  banking  reserve  would  ever  be  lodged 
at  the  brokers :  bankers  would  deposit  with  the  brok- 
ers only  their  extra  money, — the  money  which  they 
considered  they  could  safely  lend,  and  which  they 
would  not  require  during  a  panic  ;  in  the  eye  of  the 
banker,  money  at  the  brokers  would  then  be  one  of 
the  investments  of  cash,  it  would  not  be  a  part  of 
such  cash.  The  deposits  of  bill-brokers  and  the  profits 

*See  Note  B,  Appendix. 
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of  bill-broking  are  increased  by  our  present  system, 
just  in  proportion  as  the  dangers  of  bill-brokers  dur- 
ing a  panic  are  increased  by  it. 

The  strain,  too,  on  our  banking  reserve  which  is 
caused  by  the  demands  of  the  bill-brokers,  is  also 
more  dangerous  than  it  would  be  under  a  natural 
system,  because  that  reserve  is  in  itself  less.  The 
system  of  keeping  the  entire  ultimate  reserve  at  a 
single  bank,  undoubtedly  diminishes  the  amount  of 
reserve  which  is  kept ;  and  exactly  on  that  very 
account  the  danger  of  any  particular  demand  on  that 
reserve  is  augmented,  because  the  magnitude  of  the 
fund  upon  which  that  demand  falls  is  diminished. 
So  that  our  one-reserve  system  of  banking  combines 
two  evils  :  first,  it  makes  the  demand  of  the  brokers 
upon  the  final  reserve  greater,  because  under  it  so 
many  bankers  remove  so  much  money  from  the  brok- 
ers ;  and  under  it  also  the  final  reserve  is  reduced 
to  its  minimum  point,  and  the  entire  system  of  credit 
is  made  more  delicate  and  more  sensitive. 

The  peculiarity,  indeed,  of  the  effects  of  the  one 
reserve  is  indeed  even  greater  in  this  respect.  Under 
the  natural  system,  the  bill-brokers  would  be  in  no 
respect  the  rivals  of  the  bankers  which  kept  the 
ultimate  reserve ;  they  would  be  rather  the  agents 
for  these  bankers  in  lending  upon  certain  securities 
which  they  did  not  themselves  like,  or  on  which 
they  did  not  feel  competent  to  lend  safely :  the  bank- 
ers who  in  time  of  panic  had  to  help  them  would 
in  ordinary  times  derive  much  advantage  from  them. 
But  under  our  present  system  all  this  is  reversed. 
The  Bank  of  England  never  deposits  any  money  with 
the  bill-brokers ;  in  ordinary  times  it  never  derives 
any  advantage  from  them.  On  the  other  hand,  as 
the  Bank  carries  on  itself  a  large  discount  business, 
as  it  considers  that  it  is  itself  competent  to  lend 
on  all  kinds  of  bills,  the  bill-brokers  are  its  most  for- 
midable rivals :  as  they  constantly  give  high  rates 
for  money,  it  is  necessary  that  they  should  undersell 
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the  Bank,  and  in  ordinary  times  they  do  undersell  it. 
But  as  the  Bank  of  England  alone  keeps  the  final 
banking  reserve,  the  bill-brokers  of  necessity  have  to 
resort  to  that  final  reserve  ;  so  that  at  every  panic, 
and  by  the  essential  constitution  of  the  money  market, 
the  Bank  of  England  has  to  help,  has  to  maintain  in 
existence,  the  dealers  who  never  in  return  help  the 
Bank  at  any  time,  but  who  are  in  ordinary  times  its 
closest  competitors  and  its  keenest  rivals. 

It  might  be  expected  that  such  a  state  of  things 
would  cause  much  discontent  at  the  Bank  of  Eng- 
land ;  and  in  matter  of  fact  there  has  been  much 
discussion  about  it  and  much  objection  taken  to  it. 
After  the  panic  of  1857  this  was  so  especially :  during 
that  panic  the  Bank  of  England  advanced  to  the  bill- 
brokers  more  than  £9,000,000,  though  their  advances 
to  bankers,  whether  London  or  country,  were  only 
£8,000,000;  and  not  unnaturally,  the  Bank  thought 
it  unreasonable  that  so  large  an  inroad  upon  their 
resources  should  be  made  by  their  rivals.  In  conse^ 
quence,  in  1858  they  made  a  rule  that  they  would  only 
advance  to  the  bill-brokers  at  certain  seasons  of  the 
year,  when  the  public  money  is  particularly  large  at 
the  Bank,  and  that  at  other  times  any  application 
for  an  advance  should  be  considered  exceptional, 
and  dealt  with  accordingly ;  and  the  object  of  that 
regulation  was  officially  stated  to  be  "to  make  them 
keep  their  own  reserve,  and  not  to  be  dependent  on 
the  Bank  of  England."  As  might  be  supposed,  this 
rule  was  exceedingly  unpopular  with  the  brokers ; 
and  the  greatest  of  them,  Overend,  Gurney  &  Co., 
resolved  on  a  strange  policy  in  the  hope  of  abolishing 
it.  They  thought  they  could  frighten  the  Bank  of 
England,  and  could  show  that  if  they  were  dependent 
on  it,  it  was  also  dependent  on  them ;  they  accord- 
ingly accumulated  a  large  deposit  at  the  Bank,  to 
the  amount  of  £3,000,000,  and  then  withdrew  it  all 
at  once.  But  this  policy  had  no  effect  except  that  of 
exciting  a  distrust  of  "  Overends "  :  the  credit  of  the 
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Bank  of  England  was  not  diminished  ;  Overends  had 
to  return  the  money  in  a  few  days,  and  had  the 
dissatisfaction  of  feeling  that  they  had  in  vain  at- 
tempted to  assail  the  solid  basis  of  every  one's  credit, 
and  that  every  one  disliked  them  for  doing  so.  But 
though  this  ill-conceived  attempt  failed  as  it  deserved, 
the  rule  itself  could  not  be  maintained :  the  Bank 
does  in  fact,  at  every  period  of  pressure,  advance  to 
the  bill-brokers;  the  case  may  be  considered  "excep- 
tional," but  the  advance  is  always  made  if  the 
security  offered  is  really  good.  However  much  the 
Bank  may  dislike  to  aid  their  rivals,  yet  they  must 
aid  them  :  at  a  crisis  they  feel  that  they  would  only 
be  aggravating  incipient  demand  and  be  augmenting 
the  probable  pressure  on  themselves  if  they  refused 
to  do  so. 

I  shall  be  asked  if  this  anomaly  is  inevitable ;  and 
I  am  afraid  that  for  practical  purposes  we  must  con- 
sider it  to  be  so.  It  may  be  lessened:  the  bill-brokers 
may  and  should  discourage  as  much  as  they  can  the 
deposit  of  money  with  them  on  demand,  and  encour- 
age the  deposit  of  it  at  distant  fixed  dates  or  long 
notice ;  this  will  diminish  the  anomaly,  but  it  will  not 
cure  it.  Practically,  bill-brokers  cannot  refuse  to 
receive  money  at  call :  in  every  market  a  dealer  must 
conduct  his  business  according  to  the  custom  of  the 
market,  or  he  will  not  be  able  to  conduct  it  at  all. 
All  the  bill-brokers  can  do  is  to  offer  better  rates  for 
more  permanent  money ;  and  this  (though  possibly 
not  so  much  as  might  be  wished)  they  do  at  present. 
In  its  essence,  this  anomaly  is,  I  believe,  an  inev- 
itable part  of  the  system  of  banking  which  history 
has  given  us,  and  which  we  have  only  to  make  the 
best  of,  since  we  cannot  alter  it. 
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CHAPTER  XII. 

THE  PRINCIPLES  WHICH  SHOULD  REGULATE  THE  AMOUNT 
OF  THE  BANKING  RESERVE  TO  BE  KEPT  BY  THE 
BANK  OF  ENGLAND. 

THERE  is  a  very  common  notion  that  the  amount 
of  the  reserve  which  the  Bank  of  England  ought 
to  keep  can  be  determined  at  once  from  the  face 
of  their  weekly  balance  sheet  ;  it  is  imagined  that 
you  have  only  to  take  the  liabilities  of  the  Banking 
Department,  and  that  a  third  or  some  other  fixed 
proportion  will  in  all  cases  'be  the  amount  of  reserve 
which  the  Bank  should  keep  against  those  liabilities  : 
but  to  this  there  are  several  objections,  some  aris- 
ing from  the  general  nature  of  the  banking  trade, 
and  others  from  the  special  position  of  the  Bank 
of  England. 

That,  the  amount  of  the  liabilities  of  a  bank  is  a 
principal  element  in  determining  the  proper  amount 
of  its  reserve,  is  plainly  true ;  but  that  it  is  the 
only  element  by  which  that  amount  is  determined,  is 
plainly  false, —  the  intrinsic  nature  of  these  liabilities 
must  be  considered,  as  well  as  their  numerical  quan- 
tity. For  example,  no  one  would  say  that  the  same 
amount  of  reserve  ought  to  be  kept  against  accept- 
ances which  cannot  be  paid  except  at  a  certain  day, 
and  against  deposits  at  call,  which  may  be  demanded 
at  any  moment :  if  a  bank  groups  these  liabilities 
together  in  the  balance  sheet,  you  cannot  tell  the 
amount  of  reserve  it  ought  to  keep, — the  necessary 
information  is  not  given  you. 

Nor  can  you  certainly  determine  the  amount  of 
reserve  necessary  to  be  kept  against  deposits  unless 
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you  know  something  as  to  the  nature  of  these  de- 
posits. If  out  of  £3,000,000  of  money,  one  depositor 
has  £1,000,000  to  his  credit  and  may  draw  it  out 
when  he  pleases,  a  much  larger  reserve  will  be  neces- 
sary against  that  liability  of  £1,000,000  than  against 
the  remaining  £2,000,000  :  the  intensity  of  the  liabil- 
ity, so  to  say,  is  much  greater,  and  therefore  the  pro- 
vision in  store  must  be  much  greater  also.  On  the 
other  hand,  supposing  that  this  single  depositor  is 
one  of  calculable  habits,  —  suppose  that  it  is  a  public 
body,  the  time  of  whose  demands  is  known  and  the 
time  of  whose  receipts  is  known  also, — this  single 
liability  requires  a  less  reserve  than  that  of  an  equal 
amount  of  ordinary  liabilities  :  the  danger  that  it  will 
be  called  for  is  much  less,  and  therefore  the  security 
taken  against  it  may  be  much  less  too.  Unless 
the  quality  of  the  liabilities  is  considered  as  well  as 
their  quantity,  the  due  provision  for  their  payment 
cannot  be  determined. 

These  are  general  truths  as  to  all  banks,  and 
they  have  a  very  particular  application  to  the  Bank 
of  England.  The  first  application  is  favorable  to  the 
Bank  ;  for  it  shows  the  danger  of  one  of  the  princi- 
pal liabilities  to  be  much  smaller  than  it  seems.  The 
largest  account  at  the  Bank  of  England  is  that  of 
the  English  government ;  and  probably  there  has 
never  been  any  account  of  which  it  was  so  easy 
in  time  of  peace  to  calculate  the  course.  All  the 
material  facts  relative  to  the  English  revenue  and 
the  English  expenditure  are  exceedingly  well  known; 
and  the  amount  of  the  coming  payments  to  and 
from  this  account  are  always,  except  in  war  times, 
to  be  calculated  with  wonderful  accuracy.  In  war, 
no  doubt,  this  is  all  reversed :  the  account  of  a  gov- 
ernment at  war  is  probably  the  most  uncertain  of 
all  accounts,  especially  of  a  government  of  a  scattered 
empire  like  the  English,  whose  places  of  outlay  in 
time  of  war  are  so  many  and  so  distant,  and  the 
amount  of  whose  payments  is  therefore  so  incalculable. 
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Ordinarily,  however,  there  is  no  account  of  which  the 
course  can  be  so  easily  predicted,  and  therefore  no 
account  which  needs  in  ordinary  times  so  little  re- 
serve. The  principal  payments,  when  they  are  made, 
are  also  of  the  most  satisfactory  kind  to  a  banker : 
they  are  to  a  great  extent  made  to  another  account 
at  his  bank.  These  largest  ordinary  payments  of  the 
government  are  the  dividends  on  the  debt,  and  these 
are  mostly  made  to  bankers  who  act  as  agents  for 
the  creditors  of  the  nation.  The  payment  of  the 
dividends  for  the  government  is  therefore  in  great 
part  a  transfer  from  the  account  of  the  government 
to  the  accounts  of  the  various  bankers.  A  certain 
amount,  no  doubt,  goes  almost  at  once  to  the  non- 
banking  classes, —  to  those  who  keep  coin  and  notes  in 
house,  and  have  no  account  at  any  bank ;  but  even 
this  amount  is  calculable,  for  it  is  always  nearly  the 
same  :  and  the  entire  operation  is,  to  those  who  can 
watch  it,  singularly  invariable  time  after  time. 

But  it  is  important  to  observe  that  the  published 
accounts  of  the  Bank  give  no  such  information  to 
the  public  as  will  enable  them  to  make  their  own 
calculations.  The  account  of  which  we  have  been 
speaking  is  the  yearly  account  of  the  English  govern- 
ment,—  what  we  may  call  the  Budget  account,  that 
of  revenue  and  expenditure,  —  and  the  laws  of  this 
are,  as  we  have  shown,  already  known ;  but  under 
the  head  "Public  Deposits"  in  the  accounts  of  the 
Bank  are  contained  also  other  accounts,  and  particu- 
larly that  of  the  Secretary  for  India  in  Council,  the 
laws  of  which  must  be  different  and  are  quite  un- 
known. The  Secretary  for  India  is  a  large  lender  on 
its  account.  If  any  one  proposed  to  give  such  power 
to  the  Chancellor  of  the  Exchequer,  there  would  be 
great  fear  and  outcry ;  but  so  much  depends  on 
habit  and  tradition  that  the  India  Office  on  one 
side  of  Downing  Street  can  do  without  remark,  and 
with  universal  assent,  what  it  would  be  thought 
"unsound"  and  extravagant  to  propose  that  the  other 
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side  should  do.  The  present  India  Office  inherits  this 
independence  from  the  old  board  of  the  company, 
which,  being  mercantile  and  business-like,  used  to 
lend  its  own  money  on  the  Stock  Exchange  as  it 
pleased ;  the  Council  of  India,  its  successor,  retains 
the  power.  Nothing  can  be  better  than  that  it 
should  be  allowed  to  do  as  it  likes  ;  but  the  mixing 
up  the  account  of  a  body  which  has  such  a  power, 
and  which  draws  money  from  India,  with  that  of 
the  Home  government,  clearly  prevents  the  general 
public  from  being  able  to  draw  inferences  as  to  the 
course  of  the  combined  account  from  its  knowledge 
of  home  finance  only.  The  account  of  "  public  de- 
posits" in  the  Bank  return  includes  other  accounts 
too,  as  the  Savings  Bank  balance,  the  Chancery 
Funds  account,  and  others;  and  in  consequence,  till 
lately  the  public  had  but  little  knowledge  of  the 
real  changes  of  the  account  of  our  government,  prop- 
erly so  called.  But  Mr.  Lowe  has  lately  given  us 
a  weekly  account ;  and  from  this,  and  not  from  the 
Bank  account,  we  are  able  to  form  a  judgment.  This 
account  and  the  return  of  the  Bank  of  England,  it  is 
true,  unhappily  appear  on  different  days  ;  but  except 
for  that  accident  our  knowledge  would  be  perfect, 
and  as  it  is,  for  almost  all  purposes  what  we  know 
is  reasonably  sufficient,  —  we  can  now  calculate  the 
course  of  the  government  account  nearly  as  well  as 
it  is  possible  to  calculate  it. 

So  far,  as  we  have  said,  an  analysis  of  the  re- 
turn of  the  Bank  of  England  is  very  favorable  to 
the  Bank  :  so  great  a  reserve  need  not  usually  be 
kept  against  the  government  account  as  if  it  were 
a  common  account.  We  know  the  laws  of  its 
changes  peculiarly  well :  we  can  tell  when  its  prin- 
cipal changes  will  happen  with  great  accuracy  :  and 
we  know  that  at  such  changes  most  of  what  is  paid 
away  by  the  government  is  only  paid  to  other  de- 
positors at  the  Bank,  and  that  it  will  really  stay  at 
the  Bank,  though  under  another  name.  If  we  look 
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to  the  private  deposits  of  the  Bank  of  England,  at 
first  sight  we  may  think  that  the  result  is  the  same. 
By  far  the  most  important  of  these  are  the  bankers' 
deposits;  and  for  the  most  part,  these  deposits  as  a 
whole  are  likely  to  vary  very  little.  Each  banker, 
we  will  suppose,  keeps  as  little  as  he  can ;  but  in 
all  domestic  transactions,  payment  from  one  is  really 
payment  to  the  other.  All  the  most  important 
transactions  in  the  country  are  settled  by  checks ; 
these  checks  are  paid  in  to  the  Clearing  House,  and 
the  balances  resulting  from  them  are  settled  by  trans- 
fers from  the  account  of  one  banker  to  another  at 
the  Bank  of  England.  Payments  out  of  the  bank- 
ers' balances,  therefore,  correspond  with  payments 
in ;  as  a  whole,  the  deposit  of  the  bankers'  balances 
at  the  Bank  of  England  would  at  first  sight  seem 
to  be  a  deposit  singularly  stable. 

Indeed,  they  would  seem,  so  to  say,  to  be  better 
than  stable  :  they  augment  when  everything  else  tends 
to  diminish.  At  a  panic,  when  all  other  deposits  are 
likely  to  be  taken  *away,  the  bankers'  deposits  aug- 
ment ;  in  fact  they  did  so  in  18G6,  though  we  do 
not  know  the  particulars :  and  it  is  natural  that  they 
should  so  increase.  At  such  moments  all  bankers 
are  extremely  anxious,  and  they  try  to  strengthen 
themselves  by  every  means  in  their  power;  they  try 
to  have  as  much  money  as  it  is  possible  at  com- 
mand; they  augment  their  reserve  as  much  as  they 
can,  and  they  place  that  reserve  at  the  Bank  of  Eng- 
land. A  deposit  which  is  not  likely  to  vary  in  ordi- 
nary times,  and  which  is  likely  to  augment  in  times 
of  danger,  seems  in  some  sort  the  model  of  a  deposit ; 
it  might  seem  not  only  that  a  large  proportion  of  it 
might  be  lent,  but  that  the  whole  of  it  might  be  so. 
But  a  further  analysis  will,  as  I  believe,  show  that 
this  conclusion  is  entirely  false ;  that  the  bankers' 
deposits  are  a  singularly  treacherous  form  of  liability; 
that  the  utmost  caution  ought  to  be  used  in  dealing 
with  them;  that  as  a  rule,  a  less  proportion  of  them 
ought  to  be  lent  than  of  ordinary  deposits. 
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The  easiest  mode  of  explaining  anything  is  usu- 
ally to  exemplify  it  by  a  single  actual  case  ;  and  in 
this  subject,  fortunately,  there  is  a  most  conspicuous 
case  near  at  hand.  The  German  government  has 
lately  taken  large  sums  in  bullion  from  this  country, 
in  part  from  the  Bank  of  England  and  in  part  not, 
according  as  it  chose.  It  was  in  the  main  well  ad- 
vised and  considerate  in  its  action,  and  did  not  take 
nearly  as  much  from  the  Bank  as  it  might,  or  as 
would  have  been  dangerous  ;  still,  it  took  large  sums 
from  the  Bank,  and  it  might  easily  have  taken  more. 
How  then  did  the  German  government  obtain  this 
vast  power  over  the  Bank  ?  The  answer  is,  that  it 
obtained  it  by  means  of  the  bankers'  balances,  and 
that  it  did  so  in  two  ways. 

First,  the  German  government  had  a  large  balance 
of  its  own  lying  at  a  particular  joint-stock  bank. 
That  bank  lent  this  balance  at  its  own  discretion,  to 
bill-brokers  or  others,  and  it  formed  a  single  item 
in  the  general  funds  of  the  London  market.  There 
was  nothing  special  about  it,  except  that  it  belonged 
to  a  foreign  government,  and  that  its  owner  was 
always  likely  to  call  it  in  and  sometimes  did  so.  As 
long  as  it  stayed  unlent  in  the  London  Joint-Stock 
Bank,  it  increased  the  balances  of  that  bank  at  the 
Bank  of  England  ;  but  so  soon  as  it  was  lent,  say, 
to  a  bill-broker,  it  increased  the  bill-broker's  balance ; 
and  as  soon  as  it  was  employed  by  the  bill-broker 
in  the  discount  of  bills,  the  owners  of  those  bills 
paid  it  to  their  credit  at  their  separate  banks,  and 
it  augmented  the  balances  of  those  bankers  at  the 
Bank  of  England.  Of  course  if  it  were  employed 
in  the  discount  of  bills  belonging  to  foreigners,  the 
money  might  be  taken  abroad,  and  by  similar  oper- 
ations it  might  also  be  transferred  to  the  English 
provinces  or  to  Scotland  :  but  as  a  rule  such  money, 
when  deposited  in  London,  for  a  considerable  time 
remains  in  London ;  and  so  long  as  it  does  so,  it 
swells  the  aggregate  balances  of  the  body  of  bankers 
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at  the  Bank  of  England.  It  is  now  in  the  balance 
of  one  bank,  now  of  another,  but  it  is  always  dis- 
persed about  those  balances  somewhere.  The  evident 
consequence  is,  that  this  part  of  the  bankers'  bal- 
ances is  at  the  mercy  of  the  German  government 
when  it  chooses  to  apply  for  it.  Supposing,  then, 
the  sum  to  be  three  or  four  millions,  —  and  I  believe 
that  on  more  than  one  occasion  in  the  last  year  or 
two  it  has  been  quite  as  much,  if  not  more,  —  that 
sum  might  at  once  be  withdrawn  from  the  Bank  of 
England.  In  this  case  the  Bank  of  England  is  in 
the  position  of  a  banker  who  is  liable  for  a  large 
amount  to  a  single  customer,  but  with  this  addition, 
that  it  is  liable  for  an  unknoivn  amount.  The  Ger- 
man government,  as  is  well  known,  keeps  its  account 
(and  a  very  valuable  one  it  must  be)  at  the  London 
Joint-Stock  Bank ;  but  the  Bank  of  England  has  no 
access  to  the  account  of  the  German  government 
at  that  bank,  —  they  cannot  tell  how  much  German 
money  is  lying  to  the  credit  there.  Nor  can  the 
Bank  of  England  infer  much  from  the  balance  of 
the  London  Joint-Stock  Bank  in  their  Bank,  for  the 
German  money  was  probably  paid  in  various  sums  to 
that  bank,  and  lent  out  again  in  other  various  sums : 
it  might  to  some  extent  augment  that  bank's  balance 
at  the  Bank  of  England,  or  it  might  not,  but  it  cer- 
tainly would  not  be  so  much  added  ,to  that  balance ; 
and  inspection  of  that  bank's  balance  would  not  en- 
able the  Bank  of  England  to  determine  even  in  the 
vaguest  manner  what  the  entire  sum  was  for  which 
it  might  be  asked  at  any  moment.  Nor  would  the 
inspection  of  the  bankers'  balances  as  a  whole  lead  to 
any  certain  and  sure  conclusions ;  something  might 
be  inferred  from  them,  but  not  anything  certain. 
Those  balances  are  no  doubt  in  a  state  of  constant 
fluctuation ;  and  very  possibly  during  the  time  that 
the  German  money  was  coming  in,  some  other  might 
be  going  out.  Any  sudden  increase  in  the  bankers' 
balances  would  be  a  probable  indication  of  new  for- 
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eign  money ;  but  new  foreign  money  might  come  in 
without  causing  an  increase,  since  some  other  and 
contemporaneous  cause  might  effect  a  counteracting 
decrease. 

This  is  the  first  and  the  plainest  way  in  which 
the  German  government  could  take  and  did  take 
money  from  this  country,  and  in  which  it  might 
have  broken  the  Bank  of  England  if  it  had  liked ; 
the  German  government  had  money  here  and  took 
it  away,  which  is  very  easy  to  understand.  But  the 
government  also  possessed  a  far  greater  power,  of 
a  somewhat  more  complex  kind  :  it  was  the  owner 
of  many  debts  from  England.  A  large  part  of  the 
"indemnity"  was  paid  by  France  to  Germany  in 
bills  on  England ;  and  the  German  government,  as 
those  bills  came  due,  acquired  an  unprecedented  com- 
mand over  the  market.  As  each  bill  arrived  at  ma- 
turity, the  German  government  could,  if  it  chose,  take 
the  proceeds  abroad  ;  and  it  could  do  so  in  bullion,  as 
for  coinage  purposes  it  wanted  bullion.  This  would 
at  first  naturally  cause  a  reduction  in  the  bankers' 
balances  ;  at  least  that  would  be  its  tendency.  Sup- 
posing the  German  government  to  hold  bill  A,  a  good 
bill,  the  banker  at  whose  bank  bill  A  was  payable 
would  have  to  pay  it,  and  that  would  reduce  his  bal- 
ance ;  and  as  the  sum  so  paid  would  go  to  Germany, 
it  would  not  appear  to  the  credit  of  any  other  banker : 
the  aggregate  of  the  bankers'  balances  would  thus  be 
reduced.  But  this  reduction  would  not  be  permanent. 
A  banker  who  has  to  pay  £100,000  cannot  afford  to 
reduce  his  balance  at  the  Bank  of  England  £100,000 : 
suppose  that  his  liabilities  are  £2,000,000,  and  that  as 
a  rule  he  finds  it  necessary  to  keep  at  the  Bank 
one-tenth  of  these  liabilities,  or  £200,000,  the  payment 
of  £100,000  would  reduce  his  reserve  to  £100,000;  but 
his  liabilities  would  be  still  £1,900,000,  and  therefore 
to  keep  up  his  tenth  he  would  have  £90,000  to  find. 
His  process  for  finding  it  is  this  :  he  calls  in,  say, 
a  loan  to  the  bill-brokers ;  and  if  no  equal  additional 
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money  is  contemporaneously  carried  to  these  brokers 
(which  in  the  case  of  a  large  withdrawal  of  foreign 
money  is  not  probable),  they  must  reduce  their  busi- 
ness and  discount  less.  But  the  effect  of  this  is,  to 
throw  additional  business  on  the  Bank  of  England  : 
they  hold  the  ultimate  reserve  of  the  country,  and 
they  must  discount  out  of  it  if  110  one  else  will ;  if 
they  declined  to  do  so,  there  would  be  panic  and  col- 
lapse. As  soon  therefore  as  the  withdrawal  of  the 
German  money  reduces  the  bankers'  balances,  there 
is  a  new  demand  on  the  Bank  for  fresh  discounts 
to  make  up  those  balances.  The  drain  on  the  Bank 
is  twofold:  first  the  banking  reserve  is  reduced  by 
exportation  of  the  German  money,  which  reduces  the 
means  of  the  Bank  of  England ;  and  then  out  of 
those  reduced  means  the  Bank  of  England  has  to 
make  greater  advances. 

The  same  '  result  may  be  arrived  at  more  easily. 
Supposing  any  foreign  government  or  person  to  have 
any  sort  of  securities  which  he  can  pledge  in  the 
market,  that  operation  gives  it  or  him  a  credit  on 
some  banker,  and  enables  it  or  him  to  take  money 
from  the  banking  reserve  at  the  Bank  of  England, 
and  from  the  bankers'  balances ;  and  to  replace  the 
bankers'  balances  at  their  inevitable  minimum,  the 
Bank  of  England  must  lend.  Every  sudden  demand 
on  the  country  causes,  in  proportion  to  its  magnitude, 
this  peculiar  effect.  And  this  is  the  reason  why 
the  Bank  of  England  ought,  I  think,  to  deal  most 
cautiously  and  delicately  with  their  banking  deposits  : 
they  are  the  symbol  of  an  indefinite  liability ;  by 
means  of  them,  as  we  see,  an  amount  of  money  so 
great  that  it  is  impossible  to  assign  a  limit  to  it 
might  be  abstracted  from  the  Bank  of  England.  As 
the  Bank  of  England  lends  money  to  keep  up  the 
bankers'  balances  at  their  usual  amount,  and  as  by 
means  of  that  usual  amount  whatever  sum  foreign- 
ers can  get  credit  for  may  be  taken  from  us,  it  is 
not  possible  to  assign  a  superior  limit  (to  use  the 
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scientific  word)  to  the  demands  which  by  means  of 
the  bankers'  balances  may  be  made  upon  the  Bank 
of  England. 

The  result  comes  round  to  the  simple  point,  on 
which  this  book  is  a  commentary  :  the  Bank  of 
England,  by  the  effect  of  a  long  history,  holds  the 
ultimate  cash  reserve  of  the  country ;  whatever  cash 
the  country  has  to  pay  comes  out  of  that  reserve, 
and  therefore  the  Bank  of  England  has  to  pay  it. 
And  it  is  as  the  bankers'  Bank  that  the  Bank  of 
England  has  to  pay  it,  for  it  is  by  being  so  that  it 
becomes  the  keeper  of  the  final  cash  reserve. 

Some  persons  have  been  so  much  impressed  with 
such  considerations  as  these,  that  they  have  con- 
tended that  the  Bank  of  England  ought  never  to  lend 
the  "bankers'  balances"  at  all;  that  they  ought  to 
keep  them  intact  and  as  an  unused  deposit.  I  am 
not  sure  indeed  that  I  have  seen  that  extreme  form 
of  the  opinion  in  print,  but  I  have  often  heard  it 
in  Lombard  Street,  from  persons  very  influential  and 
very  qualified  to  judge  ;  even  in  print  I  have  seen 
close  approximations  to  it.  But  I  am  satisfied  that 
the  laying  down  such  a  ''hard  and  fast"  rule  would 
be  very  dangerous  :  in  very  important  and  very 
changeable  business,  rigid  rules  are  apt  to  be  often 
dangerous.  In  a  panic,  as  has  been  said,  the  bank- 
ers' balances  greatly  augment.  It  is  true,  the  Bank 
of  England  has  to  lend  the  money  by  which  they 
are  filled :  the  banker  calls  in  his  money  from  the 
bill-broker,  ceases  to  rediscount  for  that  broker,  or 
borrows  on  securities,  or  sells  securities  ;  and  in  one 
or  other  of  these  ways  he  causes  a  new  demand  for 
money,  which  can  only  at  such  times  be  met  from 
the  Bank  of  England,  —  every  one  else  is  in  want  too. 
But  without  inquiring  into  the  origin  of  the  increase 
at  panics,  the  amount  of  the  bankers'  deposits  in 
fact  increases  very  rapidly  ;  an  immense  amount  of 
unused  money  is  at  such  moments  often  poured  by 
them  into  the  Bank  of  England  :  and  nothing  can  more 
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surely  aggravate  the  panic  than  to  forbid  the  Bank 
of  England  to  lend  that  money.  Just  when  money  is 
most  scarce,  you  happen  to  have  an  unusually  large 
fund  of  this  particular  species  of  money ;  and  you 
should  lend  it  as  fast  as  you  can  at  such  moments, 
for  it  is  ready  lending  which  cures  panics,  and  non- 
lending  or  niggardly  lending  which  aggravates  them. 

At  other  times,  particularly  at  the  quarterly  pay- 
ment of  the  dividends,  an  absolute  rule  which  laid 
down  that  the  bankers'  balances  were  never  to  be 
lent  would  be  productive  of  great  inconvenience.  A 
large  sum  is  just  then  paid  from  the  government 
balance  to  the  bankers'  balances ;  and  if  you  permitted 
the  Bank  to  lend  it  while  it  was  still  in  the  hands 
of  the  government-,  but  forbade  them  to  lend  it  when 
it  came,  into  the  hands  of  the  bankers,  a  great  tilt 
upwards  in  the  value  of  money  would  be  the  conse- 
quence, for  a  most  important  amount  of  it  would 
suddenly  have  become  ineffective. 

But  the  idea  that  the  bankers'  balances  ought 
never  to  be  lent  is  only  a  natural  aggravation  of 
the  truth  that  these  balances  ought  to  be  used  with 
extreme  caution ;  that  as  they  entail  a  liability  pe- 
culiarly great  and  singularly  difficult  to  foresee,  they 
ought  never  to  be  used  like  a  common  deposit. 

It  follows  from  what  has  been  said,  that  there 
are  always  possible  and  very  heavy  demands  on  the 
Bank  of  England  which  are  not  shown  in  the  account 
of  the  Banking  Department  at  all :  these  demands 
may  be  greatest  when  the  liabilities  shown  by  that 
account  are  smallest,  and  lowest  when  those  liabilities 
are  largest.  If,  for  example,  the  German  government 
brings  bills  or  other  good  securities  to  this  market, 
obtains  money  with  them,  and  removes  that  money 
from  the  market  in  bullion,  that  money  may,  if  the 
German  government  choose,  be  taken  wholly  from 
the  Bank  of  England.  If  the  wants  of  the  German 
government  be  urgent,  and  if  the  amount  of  gold 
"arrivals" — that  is,  the  gold  coming  here  from  the 
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mining  countries  —  be  but  small,  that  gold  will  be 
taken  from  the  Bank  of  England,  for  there  is  no 
other  large  store  in  the  country.  The  German  gov- 
ernment is  only  a  conspicuous  example  of  a  foreign 
power  which  happens  lately  to  have  had  an  unusual 
command  of  good  securities,  and  an  unusually  con- 
tinuous wish  to  use  them  in  England.  Any  foreign 
state  hereafter  which  wants  cash  will  be  likely  to 
come  here  for  it  ;  so  long  as  the  Bank  of  France 
should  continue  not  to  pay  in  specie,  a  foreign  state 
which  wants  it  must  of  necessity  come  to  London 
for  it :  and  no  indication  of  the  likelihood  or  unlike- 
lihood of  that  want  can  be  found  in  the  books  of 
the  Bank  of  England. 

What  is  almost  a  revolution  in  the  policy  of  the 
Bank  of  England  necessarily  follows  :  no  certain  or 
fixed  proportion  of  its  liabilities  can  in  the  present 
times  be  laid  down  as  that  which  the  Bank  ought 
to  keep  in  reserve.  The  old  notion  that  one-third,  or 
any  other  such  fraction,  is  in  all  cases  enough,  must 
be  abandoned  :  the  probable  demands  upon  the  Bank 
are  so  various  in  amount,  and  so  little  disclosed  by 
the'  figures  of  the  account,  that  no  simple  and  easy 
calculation  is  a  sufficient  guide ;  a  definite  proportion 
of  the  liabilities  might  often  be  too  small  for  the 
reserve,  and  sometimes  too  great.  The  forces  of  the 
enemy  being  variable,  those  of  the  defense  cannot 
always  be  the  same. 

I  admit  that  this  conclusion  is  very  inconvenient. 
In  past  times  it  has  been  a  great  aid  to  the  Bank 
and  to  the  public  to  be  able  to  decide  on  the  proper 
policy  of  the  Bank  from  a  mere  inspection  of  its 
account ;  in  that  way  the  Bank  knew  easily  what  to 
do,  and  the  public  knew  easily  what  to  foresee.  But 
unhappily,  the  rule  which  is  most  simple  is  not  al- 
ways the  rule  which  is  most  to  be  relied  upon.  The 
practical  difficulties  of  life  often  cannot  be  met  by 
very  simple  rules :  those  dangers  being  complex  and 
many,  the  rules  for  encountering  them  cannot  well 
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be  single  or  simple.  A  uniform  remedy  for  many 
diseases  often  ends  by  killing  the  patient. 

Another  simple  rule  often  laid  down  for  the 
management  of  the  Bank  of  England  must  now  be 
abandoned  also  :  it  has  been  said  that  the  Bank  of 
England  should  look  to  the  market  rate,  and  make 
its  own  rate  conform  to  that.  This  rule  was  indeed 
always  erroneous,  —  the  first  duty  of  the  Bank  of 
England  was  to  protect  the  ultimate  cash  of  the 
country,  and  to  raise  the  rate  of  interest  so  as  to 
protect  it ;  but  this  rule  was  never  so  erroneous  as 
now,  because  the  number  of  sudden  demands  upon 
that  reserve  was  never  formerly  so  great.  The  mar- 
ket rate  of  Lombard  Street  is  not  influenced  by  those 
demands ;  that  rate  is  determined  by  the  amount  of 
deposits  in  the  hands  of  bill-brokers  and  bankers, 
and  the  amount  of  good  bills  and  acceptable  securi- 
ties offered  at  the  moment.  The  probable  efflux  of 
bullion  from  the  Bank  scarcely  affects  it  at  all ;  even 
the  real  efflux  affects  it  but  little:  if  the  open  mar- 
ket did  not  believe  that  the  Bank  rate  would  be 
altered  in  consequence  of  such  effluxes,  the  market 
rate  would  not  rise.  If  the  Bank  choose  to  let  its 
bullion  go  unheeded,  and  is  seen  to  be  going  so  to 
choose,  the  value  of  money  in  Lombard  Street  will 
remain  unaltered.  The  more  numerous  the  demands 
on  the  Bank  for  bullion,  and  the  more  variable  their 
magnitude,  the  more  dangerous  is  the  rule  that  the 
Bank  rate  of  discount  should  conform  to  the  market 
rate.  In  former  quiet  times,  the  influence  or  the  par- 
tial influence  of  that  rule  has  often  produced  grave 
disasters  ;  in  the  present  difficult  times,  an  adherence 
to  it  is  a  recipe  for  making  a  large  number  of  panics. 

A  more  distinct  view  of  abstract  principle  must 
be  taken  before  we  can  fix  on  the  amount  of  the 
reserve  which  the  Bank  of  England  ought  to  keep. 
Why  should  a  bank  keep  any  reserve  ?  Because  it 
may  be  called  on  to  pay  certain  liabilities  at  once 
and  in  a  moment.  Why  does  any  bank  publish  an 
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account  ?  In  order  to  satisfy  the  public  that  it  pos- 
sesses cash  or  available  securities  enough  to  meet 
its  liabilities.  The  object  of  publishing  the  account 
of  the  Banking  Department  of  the  Bank  of  England 
is  to  let  the  nation  see  how  the  national  reserve 
of  cash  stands, — to  assure  the  public  that  there  is 
enough  and  more  than  enough  to  meet  not  only  all 
probable  calls,  but  all  calls  of  which  there  can  be 
a  chance  of  reasonable  apprehension ;  and  there  is 
no  doubt  that  the  publication  of  the  Bank  account 
gives  more  stability  to  the  money  market  than  any 
other  kind  of  precaution  would  give.  Some  persons, 
indeed,  feared  that  the  opposite  result  would  happen  ; 
they  feared  that  the  constant  publication  of  the  inces- 
sant changes  in  the  reserve  would  terrify  and  harass 
the  public  mind.  An  old  banker  once  told  me :  — 
4 'Sir,  I  was  on  Lord  Althorp's  committee  which  de- 
cided on  the  publication  of  the  Bank  account,  and  I 
voted  against  it,  —  I  thought  it  would  frighten  people ; 
but  I  am  bound  to  own  that  the  committee  was  right 
and  I  was  wrong,  for  that  publication  has  given  the 
money  market  a  greater  sense  of  security  than  any- 
thing else  which  has  happened  in  my  time."  The 
diffusion  of  confidence  through  Lombard  Street  and 
the  world  is  the  object  of  the  publication  of  the 
Bank  accounts  and  of  the  Bank  reserve. 

But  that  object  is  not  attained  if  the  amount  of 
that  reserve  when  so  published  is  not  enough  to  tran- 
quilize  people ;  a  panic  is  sure  to  be  caused  if  that 
reserve  is,  from  whatever  cause,  exceedingly  low.  At 
every  moment  there  is  a  certain  minimum  which 
I  will  call  the  "apprehension  minimum,"  below 
which  the  reserve  cannot  fall  without  great  risk  of 
diffused  fear;  and  by  this  I  do  not  mean  absolute 
panic,  but  only  a  vague  fright  and  timorousness 
which  spreads  itself  instantly,  and  as  if  by  magic, 
over  the  public  mind.  Such  seasons  of  incipient 
alarm  are  exceedingly  dangerous,  because  they  beget 
the  calamities  they  dread.*  What  is  most  feared 

*  These  two  words  should  read,  "that  are  dreaded."  — ED. 
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at  such  moments  of  susceptibility  is  the  destruction 
of  credit ;  and  if  any  grave  failure  or  bad  event  hap- 
pens at  such  moments,  the  public  fancy  seizes  on  it, 
there  is  a  general  run,  and  credit  is  suspended.  The 
Bank  reserve,  then,  never  ought  to  be  diminished 
below  the  "apprehension  point":  and  this  is  as 
much  as  to  say  that  it  never  ought  very  closely  to 
approach  that  point ;  since  if  it  gets  very  near,  some 
accident  may  easily  bring  it  down  to  that  point  and 
cause  the  evil  that  is  feared. 

There  is  no  "royal  road"  to  the  amount  of  the 
"  apprehension  minimum  "  :  no  abstract  argument  and 
no  mathematical  computation  will  teach  it  to  us ; 
and  we  cannot  expect  that  they  should.  Credit  is 
an  opinion  generated  by  circumstances  and  varying 
with  those  circumstances.  The  state  of  credit  at  any 
particular  time  is  a  matter  of  fact,  only  to  be  ascer- 
tained like  other  matters  of  fact ;  it  can  only  be 
known  by  trial  and  inquiry.  And  in  the  same  way, 
nothing  but  experience  can  tell  us  what  amount  of 
"  reserve "  will  create  a  diffused  confidence ;  on  such 
a  subject  there  is  no  way  of  arriving  at  a  just  con- 
clusion except  by  incessantly  watching  the  public 
mind,  and  seeing  at  each  juncture  how  it  is  affected. 

Of  course  in  such  a  matter  the  cardinal  rule  to  be 
observed  is,  that  errors  of  excess  are  innocuous  but 
errors  of  defect  are  destructive  :  too  much  reserve 
only  means  a  small  loss  of  profit,  but  too  small  a 
reserve  may  mean  ruin  ;  credit  may  be  at  once 
shaken,  and  if  some  terrifying  accident  happen  to 
supervene,  there  may  be  a  run  on  the  Banking 
Department  that  may  be  too  much  for  it,  as  in  1857 
and  1866,  and  may  make  it  unable  to  pay  its  way 
without  assistance,  as  it  was  in  those  years. 

And   the   observance   of  this   maxim   is   the   more- 
necessary  because   the    "  apprehension   minimum"   is 
not  always  the  same;  on  the  contrary,  in  times  when 
the   public   has   recently  seen   the  Bank   of   England 
exposed  to  remarkable  demands,  it  is  likely  to  expect 
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that  such  demands  may  come  again.  Conspicuous 
and  recent  events  educate  it,  so  to  speak  ;  it  expects 
that  much  will  be  demanded  when  much  has  of 
late  often  been  demanded,  and  that  little  will  be  so 
when  in  general  but  little  has  been  so.  A  bank 
like  the  Bank  of  England  must  always,  therefore,  be 
on  the  watch  for  a  rise,  if  I  may  so  express  it,  in  the 
"apprehension  minimum"  :  it  must  provide  an  ade- 
quate fund  not  only  to  allay  the  misgivings  of  to-day, 
but  also  to  allay  what  may  be  the  still  greater  mis- 
givings of  to-morrow ;  and  the  only  practical  mode  of 
obtaining  this  object  is  to  keep  the  actual  reserve 
always  in  advance  of  the  minimum  "apprehension" 
reserve. 

And  this  involves  something  much  more  :  as  the 
actual  reserve  is  never  to  be  less  [than],  and  is 
always  if  possible  to  exceed  by  a  reasonable  amount, 
the  minimum  "apprehension"  reserve,  it  must,  when 
the  Bank  is  quiet  and  taking  no  precautions,  very 
considerably  exceed  that  minimum.  All  the  precau- 
tions of  the  Bank  take  time  to  operate.  The  prin- 
cipal precaution  is  a  rise  in  the  rate  of  discount,  and 
such  a  rise  certainly  does  attract  money  from  the 
Continent  and  from  all  the  world  much  faster  than 
could  have  been  anticipated  :  but  it  does  not  act  in- 
stantaneously ;  even  the  right  rate,  the  ultimately 
attractive  rate,  requires  an  interval  for  its  action,  and1 
before  the  money  can  come  here.  And  the  right 
rate  is  often  not  discovered  for  some  time :  it  requires 
several  "moves,"  as  the  phrase  goes,  —  several  aug- 
mentations of  the  rate  of  discount  by  the  Bank,  — 
before  the  really  effectual  rate  is  reached  ;  and  in  the 
mean  time  bullion  is  ebbing  away  and  the  reserve  is 
diminishing.  Unless,  therefore,  in  times  without  pre- 
caution the  actual  reserve  exceed  the  "apprehension 
minimum"  by  at  least  the  amount  which  may  be 
taken  away  in  the  inevitable  interval,  and  before  the 
available  precautions  begin  to  operate,  the  rule  pre- 
scribed will  be  infringed,  and  the  actual  reserve  will. 
VOL.  V.-14 
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be  less  than  the  "apprehension"  minimum.  In  time 
the  precautions  taken  may  attract  gold  and  raise 
the  reserve  to  the  needful  amount ;  but  in  the  interim 
the  evils  may  happen  against  which  the  rule  was 
devised, — diffused  apprehension  may  arise,  and  then 
any  unlucky  accident  may  cause  many  calamities. 

I  may  be  asked,  "What  does  all  this  reasoning 
in  practice  come  to  ?  At  the  present  moment  how 
much  reserve  do  you  say  the  Bank  of  England 
should  keep  ?  State  your  recommendation  clearly " 
(I  know  it  will  be  said)  "if  you  wish  to  have  it  at- 
tended to."  And  I  will  answer  the  question  plainly, 
though  in  so  doing  there  is  a  great  risk  that  the 
principles  I  advocate  may  be  in  some  degree  injured 
through  some  mistake  I  may  make  in  applying  them. 

I  should  say  that  at  the  present  time,  the  mind 
of  the  monetary  world  would  become  feverish  and 
fearful  if  the  reserve  in  the  Banking  Department 
of  the  Bank  of  England  went  below  £10,000,000.  Esti- 
mated by  the  idea  of  old  times,  by  the  idea  even  of 
ten  years  ago,  that  sum  I  know  sounds  extremely 
large.  My  own  nerves  were  educated  to  smaller 
figures  ;  because  I  was  trained  in  times  when  the 
demands  on  us  were  less,  when  neither  was  so  much 
reserve  wanted  nor  did  the  public  expect  so  much. 
But  I  judge  from  such  observations  as  I  can  make 
of  the  present  state  of  men's  minds,  that  in  fact, 
and  whether  justifiably  or  not,  the  important  and  in- 
telligent part  of  the  public  which  watches  the  Bank 
reserve  becomes  anxious  and  dissatisfied  if  that  re- 
serve falls  below  £10,000,000  ;  that  sum,  therefore,  I 
call  the  "apprehension  minimum"  for  the  present 
times.  Circumstances  may  change  and  may  make  it 
less  or  more  ;  but  according  to  the  most  careful  esti- 
mate I  can  make,  that  is  what  I  should  call  it  now. 

It  will  be  said  that  this  estimate  is  arbitrary 
and  these  figures  are  conjectures  :  I  reply  that  I 
only  submit  them  for  the  judgment  of  others.  The 
main  question  is  one  of  fact  :  Does  not  the  public 
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mind  begin  to  be  anxious  and  timorous  just  where 
I  have  placed  the  apprehension  point  ?  and  the  deduc- 
tions from  that  are  comparatively  simple  questions 
of  mixed  fact  and  reasoning.  The  final  appeal  in 
such  cases  necessarily  is  to  those  who  are  convers- 
ant with  and  who  closely  watch  the  facts. 

I  shall  perhaps  be  told  also  that  a  body  like  the 
Court  of  the  Directors  of  the  Bank  of  England  can- 
not act,  on  estimates  like  these  ;  that  such  a  body 
must  have  a  plain  rule  and  keep  to  it.  I  say  in 
reply  that  if  the  correct  framing  of  such  estimates 
is  necessary  for  the  good  guidance  of  the  Bank,  we 
must  make  a  governing  body  which  can  correctly 
frame  such  estimates ;  we  must  not  suffer  from 
a  dangerous  policy  because  we  have  inherited  an 
imperfect  form  of  administration.  I  have  before 
explained  in  what  manner  the  government  of  the 
Bank  of  England  should,  I  consider,  be  strengthened ; 
and  that  government  so  strengthened  would,  I  be- 
lieve, be  altogether  competent  to  a  wise  policy. 

Then  I  should  say,  putting  the  foregoing  reason- 
ing into  figures,  that  the  Bank  ought  never  to  keep 
less  than  £11,000,000  or  £11,500,000;  since  experience 
shows  that  a  million,  or  a  million  and  a  half,  may  be 
taken  from  us  at  any  time.  I  should  regard  this  as 
the  practical  minimum  at  which,  roughly  of  course, 
the  Bank  should  aim,  and  which  it  should  try 
never  to  be  below.  And  in  order  not  to  be  below 
£11,500,000,  the  Bank  must  begin  to  take  precau- 
tions when  the  reserve  is  between  £14,000,000  and 
£15,000,000 ;  for  experience  shows  that  between 
£2,000,000  and  £3,000,000  may,  probably  enough,  be 
withdrawn  from  the  Bank  store  before  the  right 
rate  of  interest  is  found  which  will  attract  money 
from  abroad,  and  before  that  rate  has  had  time  to 
attract  it.  When  the  reserve  is  between  £14,000,000 
and  £15,000,000,  and  when  it  begins  to  be  diminished 
by  foreign  demand,  the  Bank  of  England  should,  I 
think,  begin  to  act  and  to  raise  the  rate^  of  interest. 


CHAPTER  XIII. 

CONCLUSION. 

I  KNOW  it  will  be  said  that  in  this  work  I  have 
pointed  out  a  deep  malady,  and  only  suggested  a 
superficial  remedy.  I  have  tediously  insisted  that 
the  natural  system  of  banking  is  that  of  many 
banks  keeping  their  own  cash  reserve,  with  the  pen- 
alty of  failure  before  them  if  they  neglect  it ;  I  have 
shown  that  our  system  is  that  of  a  single  bank 
keeping  the  whole  reserve,  under  no  effectual  penalty 
of  failure  :  and  yet  I  propose  to  retain  that  system, 
and  only  attempt  to  mend  and  palliate  it. 

I  can  only  reply  that  I  propose  to  retain  this 
system  because  I  am  quite  sure  that  it  is  of  no 
manner  of  use  proposing  to  alter  it.  A  system  of 
credit  which  has  slowly  grown  up  as  years  went 
on,  which  has  suited  itself  to  the  course  of  business, 
which  has  forced  itself  on  the  habits  of  men,  will 
not  be  altered  because  theorists  disapprove  of  it  or 
because  books  are  written  against  it.  You  might  as 
well,  or  better,  try  to  alter  the  English  monarchy  and 
substitute  a  republic,  as  to  alter  the  present  consti- 
tution of  the  English  money  market,  founded  on  the 
Bank  of  England,  and  substitute  for  it  a  system  in 
which  each  bank  shall  keep  its  own  reserve.  There 
is  no  force  to  be  found  adequate  to  so  vast  a  re- 
construction and  so  vast  a  destruction,  and  therefore 
it  is  useless  proposing  them. 

No  one  who  has  not  long  considered  the  subject 
can  have  a  notion  how  much  this  dependence  on  the 
Bank  of  England  is  fixed  in  our  national  habits.  I 
have  given  so  many  illustrations  in  this  book  that 

(213) 
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I  fear  I  must  have  exhausted  my  readers'  patience  ; 
but  I  will  risk  giving  another.  I  suppose  almost 
every  one  thinks  that  our  system  of  savings  banks 
is  sound  and  good  ;  almost  every  one  would  be  sur- 
prised to  hear  that  there  is  any  possible  objection  to 
it :  yet  see  what  it  amounts  to.  By  the  last  return 
the  savings  banks  —  the  old  and  the  Post  Office 
together  —  contain  about  £60,000,000  of  deposits,  and 
against  this  they  hold  in  the  funds,  securities  of  the 
best  kind  ;  but  they  hold  no  cash  whatever.  They 
have  of  course  the  petty  cash  about  the  various 
branches  necessary  for  daily  work  ;  but  of  cash  in 
ultimate  reserve  —  cash  in  reserve  against  a  panic  — 
the  savings  banks  have  not  a  sixpence.  These  banks 
depend  on  being  able  in  a  panic  to  realize  their 
securities ;  but  it  has  been  shown  over  and  over 
again  that  in  a  panic  such  securities  can  only  be 
realized  by  the  help  of  the  Bank  of  England,  —  that 
it  is  only  the  Bank  with  the  ultimate  cash  reserve 
which  has  at  such  moments  any  new  money,  or  any 
power  to  lend  and  act.  If  in  a  general  panic  there 
were  a  run  on  the  savings  banks,  those  banks  could 
not  sell  £100,000  of  consols  without  the  help  of  the 
Bank  of  England ;  not  holding  themselves  a  cash  re- 
serve for  times  of  panic,  they  are  entirely  dependent 
on  the  one  Bank  which  does  hold  that  reserve. 

This  is  only  a  single  additional  instance,  beyond 
the  innumerable  ones  given,  which  shows  how 
deeply  our  system  of  banking  is  fixed  in  our  ways  of 
thinking :  the  government  keeps  the  money  of  the 
poor  upon  it,  and  the  nation  fully  approves  of  their 
doing  so  ;  no  one  hears  a  syllable  of  objection.  And 
every  practical  man  —  every  man  who  knows  the 
scene  of  action  —  will  agree  that  our  system  of  bank- 
ing, based  on  a  single  reserve  in  the  Bank  of  Eng- 
land, cannot  be  altered,  or  a  system  of  many  banks, 
each  keeping  its  own  reserve,  be  substituted  for  it ; 
nothing  but  a  revolution  would  effect  it,  and  there  is 
nothing  to  cause  a  revolution. 
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This  being  so,  there  is  nothing  for  it  but  to  make 
the  best  of  our  banking  system,  and  to  work  it  in 
the  best  way  that  it  is  capable  of;  we  can  only  use 
palliatives,  and  the  point  is,  to  get  the  best  palliative 
we  can.  I  have  endeavored  to  show  why  it  seems 
to  me  that  the  palliatives  which  I  have  suggested 
are  the  best  that  are  at  our  disposal. 

I  have  explained  why  the  French  plan  will  not 
suit  our  English  world.  The  direct  appointment  of 
the  Governor  and  Deputy-Governor  of  the  Bank  of 
England  by  the  executive  government  would  not  lessen 
our  evils  or  help  our  difficulties ;  I  fear  it  would 
rather  make  both  worse.  But  possibly  it  may  be 
suggested  that  I  ought  to  explain  why  the  American 
system,  or  some  modification,  would  not  or  might 
not  be  suitable  to  us.  The  American  law  says  that 
each  national  bank  shall  have  a  fixed  proportion  of 
cash  to  its  liabilities  (there  are  two  classes  of  banks 
and  two  different  proportions,  but  that  is  not  to  the 
present  purpose)  ;  and  it  ascertains  by  inspectors,  who 
inspect  at  their  own  times,  whether  the  required 
amount  of  cash  is  in  the  bank  or  not.  It  may  be 
asked,  Could  nothing  like  this  be  attempted  in  Eng- 
land ?  could  not  it,  or  some  modification,  help  us  out 
of  our  difficulties  ?  As  far  as  the  American  banking 
system  is  one  of  many  reserves,  I  have  said  why  I 
think  it  is  of  no  use  considering  whether  we  should 
adopt  it  or  not :  we  cannot  adopt  it  if  we  would  ;  the 
one-reserve  system  is  fixed  upon  us.  The  only  practi- 
cal imitation  of  the  American  system  would  be,  to 
enact  that  the  Banking  Department  of  the  Bank  of 
England  should  always  keep  a  fixed  proportion  —  say 
one-third  —  of  its  liabilities  in  reserve  ;  but  as  we  have 
seen  before,  a  fixed  proportion  of  the  liabilities,  even 
when  that  proportion  is  voluntarily  chosen  by  the 
directors  and  not  imposed  by  law,  is  not  the  proper 
standard  for  a  bank  reserve.  Liabilities  may  be  im- 
minent or  distant,  and  a  fixed  rule  which  imposes  the 
same  reserve  for  both  will  sometimes  err  by  excess 
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and  sometimes  by  defect :  it  will  waste  profits  by 
over-provision  against  ordinary  danger,  and  yet  it 
may  not  always  save  the  Bank,  for  this  provision  is 
often  likely  enough  to  be  insufficient  against  rare  and 
unusual  dangers.  But  bad  as  is  this  system  when 
voluntarily  chosen,  it  becomes  far  worse  when  legally 
and  compulsorily  imposed.  In  a  sensitive  state  of  the 
English  money  market,  the  near  approach  to  the  legal 
limit  of  reserve  would  be  a  sure  incentive  to  panic  ;  if 
one-third  were  fixed  by  law,  the  moment  the  banks 
were  close  to  one-third,  alarm  would  begin,  and  would 
run  like  magic.  And  the  fear  would  be  worse  because 
it  would  not  be  unfounded,  —  at  least,  not  wholly  :  if 
you  say  that  the  Bank  shall  always  hold  one-third  of 
its  liabilities  as  a  reserve,  you  say  in  fact  that  this 
one-third  shall  always  be  useless,  for  out  of  it  the 
Bank  cannot  make  advances,  cannot  give  extra  help, 
cannot  do  what  we  have  seen  the  holders  of  the  ulti- 
mate reserve  ought  to  do  and  must  do.  There  is  no 
help  for  us  in  the  American  system :  its  very  essence 
and  principle  are  faulty. 

We  must  therefore,  I  think,  have  recourse  to  feeble 
and  humble  palliatives  such  as  I  have  suggested. 
With  good  sense,  good  judgment,  and  good  care,  I 
have  no  doubt  that  they  may  be  enough ;  but  I  have 
written  in  vain  if  I  require  to  say  now  that  the  prob- 
lem is  delicate,  that  the  solution  is  varying  and  diffi- 
cult, and  that  the  result  is  inestimable  to  us  all. 
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NOTE  A. 

LIABILITIES  AND  CASH  RESERVE   OF  THE   CHIEF  BANKING  SYSTEMS. 

THE  following  is  a  comparison  of  the  liabilities  to  the  public,  and 
of  the  cash  reserve,  of  the  banking  systems  of  the  United  Kingdom, 
France,  Germany,  and  the  United  States.  For  the  United  Kingdom 
the  figures  are  the  most  defective,  as  they  only  include  the  depos- 
its of  the  Bank  of  England  and  of  the  London  joint-stock  banks ; 
and  the  banking  reserve  of  the  Bank  of  England,  which  is  the 
only  cash  available  against  these  liabilities,  is  also  the  only  cash 
reserve  against  the  similar  liabilities  of  the  London  private  banks, 
the  provincial  English  banks,  and  the  Scotch  and  Irish  banks.  In 
the  case  of  England,  therefore,  the  method  of  comparison  exhibits  a 
larger  proportion  of  cash  to  liabilities  than  what  really  exists. 

(1)    ENGLISH  BANKING. 

Liabilities.  £ 

Deposits  of  Bank  of  England,  less  estimated  joint- 
stock  bank  balances,  at  Dec.  81,  1872,       .         .  29,000,000 
Deposits  of  London  joint-stock  banks  at  Dec.  31, 

1872  (see  Economist,  Feb.  8,  1873),    .         .         .  91,000,000 

Total  liabilities,        ....  120,000,000 


Reserve  of  Cash.  £ 

Banking  reserve  in  Bank  of  England,  .        .          13,500,000 


Making   proportion   of   cash  reserve  to  liabilities  to   the  public 
about  11.2  per  cent. 

(2)    BANK  OF  FRANCE  (FEBRUARY,  1873). 

Liabilities.  £ 

Circulation, 110,000,000 

Deposits,         . 15,000,000 

Total  liabilities, 125,000,000 
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Reserve  of  Cash.  £ 

Coin  and  bullion  in  hand, 32,000,000 

Making   proportion  of  cash   reserve  to  liabilities  to  the   public 
about  25  per  cent. 

(3)    BANKS  OF  GERMANY  (JANUARY,  1873). 

Liabilities.  £ 

Circulation, 63,000,000 

Deposits, 8,000,000 

Acceptances  and  indorsements,      ....  17,000,000 

Total  liabilities, 


Reserve  of  Casli. 


Cash  in  hand, 


88,000,000 

£ 

41,000,000 


Making  proportion  of  cash  reserve  to  liabilities  to  the  public 
about  47  per  cent. 

(4)    NATIONAL  BANKS  OF  UNITED  STATES  (OCT.  3,  1872). 

Liabilities.  £ 

Circulation, 67,000,000 

Deposits, 145,000,000 

Total  liabilities, 212,000,000 


Reserve  of  Cash. 
Coin  and  legal  tenders  in  hand,  . 


£ 

26,000,000 


Making  proportion  of  cash  reserve  to  liabilities  to  the  public 
about  12.3  per  cent. 

SUMMARY. 


Proportion 

' 

Liabilities  to  the 
public. 

Cash  held. 

of  cash  to 
liabilities 

per  cent. 

£ 

£ 

Bank    of    England    and    London 

joint-stock  banks, 

120,000,000 

13,500.000 

11.2 

Bank  of  France,     .... 

125,000,000 

32,000,000 

25.0 

Banks  of  Germanv, 

88,000,000 

41,000,000 

47.0 

National  banks  of  United  States,  . 

212,000,000 

26,000,000 

12.3 
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NOTE  B. 

EXTRACT  FROM  EVIDENCE   GIVEN    BY  MR.    ALDERMAN   SALOMONS  BEFORE 
HOUSE   OF  COMMONS  SELECT    COMMITTEE   IN   1858. 

1146.  (CHAIRMAN.)    The  effect  upon  yourselves  of  the  pressure 
in  November  was,  I  presume,  to   induce  you  to  increase  your  re- 
serve in  your  own   hands,  and  also  to  increase  your   deposits  with 
the   Bank  of  England  ?  —  Yes,  that  was   so ;    but  I  wish  to  tell  the 
Committee  that  that  was  done  almost  entirely  by  allowing  the  bills  of 
exchange  which  we  held  to  mature,  and  not. by  raising  any  money 
or   curtailing   our  accommodation   to   our   customers.      Perhaps    it 
may  be   interesting  to  the  Committee  to  know  that  on  the  llth  of 
November  we  held   discounted  bills  for  brokers  to  the  amount  of 
£5,623,000 ;    out    of  those   bills    £2,800,000   matured   between   the 
llth   of   November    and    the    4th    of    December,    and    £2,000,000 
more  between  the  4th  of  December  and  the  31st :    so  that  about 
£5,000,000  of  bills   matured   between  the   llth  of  November  and 
the  31st  of  December ;    consequently  we  were  prepared,  merely  by 
the  maturing  of  our  bills  of  exchange,  for  any  demands  that  might 
possibly  come  upon  us. 

1147.  I  understand  you  to  say  that  you  did  not  withdraw  your 
usual    accommodation    from    your    own    customers,    but    that   you 
ceased  to  have  in   deposit  with  the  bill-brokers  so  large  a  sum  of 
money  as  you  had  before  ?  —  Not  exactly  that :    the  bills  which  we 
had  discounted  were    allowed  to  mature,    and  we  discounted  less ; 
we  kept  a  large  reserve  of  cash. 

1148.  That  is  to  say,  you  withdrew  from  the  commercial  world 
a  part  of  that  accommodation  which  you  had  previously  given,  and 
at  the  same  time  you   increased  your  deposits  with  the  Bank  of 
England  ?  —  Yes,  our  deposits  with  the   Bank  of  England  were  in- 
creased ;    we  did  not  otherwise  withdraw  accommodation. 

1149.  (Mr.  WEGUELIN.)    Had  you   any  money  at  call  with   the 
bill-brokers?  —  A  small  amount;   perhaps   about   £500,000  or  less, 
which  we  did  not  call  in. 

1150.  (CHAIRMAN.)    What  I  understand  you  to  say  is,  that  the 
effect  of  the  commercial  pressure  upon  you  was,  to  induce  you  upon 
the  whole  to  withdraw  from  commerce  an  amount   of   accommoda- 
tion which  in  other  times  you  had  given,  and  at  the  same  time  to 
increase  your   deposits  with   the   Bank   of  England  ?  —  So  far   only 
as  ceasing  to  discount  with  strangers, — persons  not  having  current 
accounts  with  us. 
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1/51.  Or  to  give  the  same  amount  to  the  bill-broker?  —  For  a 
while,  instead  of  discounting  for  brokers  and  strangers,  we  allowed 
our  bills  to  mature,  and  remained  quiescent  with  a  view  to  enable 
us  to  meet  any  demand  that  might  be  made  on  ourselves. 

1152.  Except  what  you   felt   bound  to  your  own   customers   to 
continue  to  give,  you  ceased  to  make  advances? — Quite  so;  perhaps 
I  might   say  at  the  same  time  that  besides  a  large  balance  which 
we  kept  at  the  Bank  of  England,  which  of  course  was  as  available 
as  in  our  own  tills,  we  increased  our  notes  in  our  tills  at  the  head 
office  and  at  all  the  branches. 

1153.  I   suppose  at   that   time   large  sales   of  public   securities 
were  made  by  the  London  joint-stock  banks,  which  securities  were 
purchased  by  the  public  ?  —  It  is   understood  that  some  joint-stock 
and  other   banks   sold  ;   but  I  believe  it  is  quite  certain  that  the 
public   purchased   largely,  because   they   always   purchase  when  the 
funds  fall. 

1154.  Are  you  prepared  to  give   the  Committee  any  opinion  of 
your  own  as  to  the  effect,  one  way  or  the  other,  which  the  system 
of  the  joint-stock,  banks  may  have   produced  with  regard  to  aggra- 
vating  or  diminishing  the  commercial    pressure  in  the  autumn   of 
last  year  ?  —  I  should  state  generally  that  the  joint-stock  banks,  as 
well  as  all  other  banks,  in  London,  by  collecting  money  from  those 
who  had  it  to  spare,  must  of  necessity  have  assisted  and  could  not 
do   otherwise   than   assist   commerce,  both  then   and   at   all  other 
times. 

11 55.  You  say  that  your  discounts,  either  at  your  own  counter 
or  through   the  bill-brokers,  are  ordinarily  very  large,  but  that  at 
the  time   of  severest  pressure  you  contracted  them  so  far  as  you 
thought  was  just   to  your  own   immediate   customers?  —  Yes:    but 
the  capital  was  still  there,  because  it  was  at  the  Bank  of  England, 
and  it  was  capable  of  being  used  for  short  periods  ;    if  we  did  not 
want  it,  others  might  have  used  it. 

1150.  (Mr.  WEGUELIN.)  In  fact,  it  was  used  by  the  Bank  of 
England  ?  —  Undoubtedly  ;  I  should  suppose  so  ;  there  is  no  ques- 
tion about  it. 

1157.  You  of  course   felt  quite   certain  that  your  deposits  in 
the  Bank  of  England  might  be  had   upon  demand?  —  We  had  no 
doubt  about  it. 

1158.  You  did  not  take  into  consideration  the  effect  of  the  law 
of  1844,  which  might  have   placed  the  Banking  Department  of  the 
Bank  of  England  in  such  a  position  as  not  to  be  able  to  meet  the 
demands  of  its  depositors  ?  —  I  must  say  that  that  never  gave  us 
the  smallest  concern. 
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1159.  You  therefore  considered  that  if  the  time  should  arrive, 
the  government  would   interfere  with   some   measure,  as   they  had 
previously  done,  to   enable  the   Bank  to   meet   the   demands   upon 
it? — We   should   always   have  thought  that  if  the  Bank   of  Eng- 
land had  stopped  payment,  all  the  machinery  of  government  would 
have  stopped  with  it ;    and  we  never  could  have  believed  that  so 
formidable  a  calamity  would  have  arisen  if  the  government  could 
have  prevented  it. 

1160.  (CHAIRMAN.)    The  notion  of  the  convertibility  of  the  note 
being  in  danger  never  crossed  your  mind?  —  Never  for  a  moment; 
nothing  of  the  kind. 

1161.  (Mr.  WEGUELIN.)    I  refer  not  to  the  convertibility  of  the 
note,  but  to  the  state  of  the   Banking   Department  of  the  Bank  of 
England.  —  If  we  had  thought  that  there  wras  any  doubt  whatever 
about  it,  we  should    have   taken   our  bank  notes  and  put  them  in 
our  own  strong  chest.     We  could  never  for  a  moment  believe  an 
event  of  that  kind  as  likely  to  happen. 

1162.  Therefore  you  think  that  the  measure  taken  by  the  gov- 
ernment, of  issuing  a  letter  authorizing  the  Bank  of  England  to 
increase  their  issues  of  notes  upon  securities,  was  what  was  gen- 
erally expected  by  the  commercial  world,  and  what  in  future  the 
commercial  world  would  look  to  in  such  a  conjunction  of  circum- 
stances?—  We  looked   for  some  measure  of  that  nature;    that,  no 
doubt,  was  the  most  obvious  one.     We  had  great  doubts  whether 
it  would  come  when  it  did,  until  the  very  last  moment. 

1163.  Have   you  ever  contemplated  the  possibility  of  the  Bank 
refusing  to  .advance,  under   circumstances   similar   to   those  which 
existed   in    November,  1857,  upon    good    banking    securities? — Of 
course  I  have,   and  it  is  a  very  difficult  question  to  answer  as  to 
what  its  effect  might  be ;    but  the  notion   appears  to   me  to  be  so 
thoroughly  ingrained   in   the.  minds   of  the  commercial  wrorld,  that 
whenever  you  have  good  security  it  ought  to  be  convertible  at  the 
Bank  in  some  shape  or  way,  that  I  have   very  great   doubt   indeed 
whether  the  Bank  can  ever  take  a  position  to  refuse  to  assist  per- 
sons who  have  good  commercial  securities  to  offer. 

1164.  (Mr.  CAYLEY.)     When   you   say  that  you   have   come   to 
some  fresh  arrangement  with  regard  to  your  allowance  of  interest 
upon  deposits,  do  you  speak  of  yourselves  as  the  London  and  West- 
minster Bank,  or  of  some  of  the  other  banks  in  combination  with 
yourselves  ?  —  I  think  all  the  banks  have  come  to  an  understanding 
that  it  is  not  desirable,  either  for  their  proprietors  or  for  the  public, 
to  follow  closely  at  all  times  the  alterations  of  the  Bank.     I  believe 
it  is  understood  amongst  them  all  that  they  do  not  intend  follow- 
ing that  course  in  future. 
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1165.  Is  that  from  a  feeling  that  it  is  rather  dangerous  under 
particular  circumstances  ?  —  I  cannot   admit  as  to  its  being  danger- 
ous :    but  there  can  be  no  doubt  of  this,  that   there  is  a  notion  in 
the  public  mind  which  we  ought  not  to  contend  against,  that  when 
you  offer  a  high  rate  of  interest   for  money,  you  rather  do  it  be- 
cause you  want  the  person's  money  than  because  you  are  obeying 
the  market  rate ;    and  I  think  it  is  desirable  that  we  should  show 
that  if  persons  wish  to  employ  their  money,  and  want  an  excessive 
rate,  they  may  take  it  away  and  employ  it  themselves. 

1166.  You  think   that  there   is  now  a   general   understanding 
amongst  the  banks  which  you  have  mentioned,  to  act  upon  a  dif- 
ferent principle  from  that  on  which  they  acted  during  last  October 
and  November?  —  I    think  I  may  say  that  I  know  that  to  be  the 
case. 

1167.  Was  not  it  the  fact  that  this  system  of  giving  so  high  a 
rate  of  interest  upon  money  at  call  commenced  very  much  with  the 
establishment  of  some  banks   during  the  last  year  or  two,  which, 
instead  of  demanding  ten  days'  or  a  month's  notice,  were  willing  to 
allow  interest  upon  only  three   days'  notice ;    did  not   that   system 
begin   about  two  years  ago  ?  —  I   do   not  think   it   began  with  the 
new  banks ;   I  think  it  began  with  one  of  the  older  banks.     I  know 
that  as  regards   my   own  bank,  that   we  were   forced  into   it.     I 
forgot  to  say  that   with   regard  to   ourselves  in  taking  money  on 
deposit,  the  parties  must  leave  the  money  a  month,  or  they  lose 
interest.     We  do   not   take   money  from   any  depositor   at  interest 
unless   upon   the   understanding   and   condition   that   it   remains  a 
month  with  us ;     he   may  withdraw  it  within  the  month,  but  then 
he  forfeits  interest ;    it  will   not   carry  interest  unless  it  is  with  us 
a  month,  and  then  it  is  removable  on  demand  without  notice. 

1168.  Is  it  or  is  it  not    a   fact   that   some  of  the  banks   pay 
interest   upon   their  current   accounts  ?  — Yes,  I  think  most  of  the 
new  banks  do  so ;   and  the  Union  Bank  of  London  does  it. 

1169.  At  a  smaller  rate  than  upon  their  deposits,  I  presume? — 
I  think  at  a  smaller  rate,  but  I  believe   it  is  a  fixed  rate  on  the 
minimum  balance  for  some  period ;  either  six  months  or  one  month, 
I  do  not  exactly  know  the  period.     I  think  I  ought  to  add  (and  I 
believe  it  is  the  case   with   all  the    banks)   that   the   London  and 
Westminster  Bank,  from  the  day  of  its  first   institution  until  the 
present  day,  has  never  rediscounted  a  bill.     No  bill  has  ever  left 
our  bank  unless  it  has  been  for  payment. 

1170.  Is   not  that  generally  the  case  with  the   London  joint- 
stock  banks?  —  I  believe  it  is  the  case. 

1171.  (Mr.  WEGUELIN.)     But  you  sometimes  lend  money  upon 
bills  deposited  with  you  by  bill-brokers  ?  — Yes. 
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1172.  And  you   occasionally  call  in  that   money  and  redeliver 
those  securities?  —  Yes;   but  that  we  do  to  a  very  small  extent. 

1173.  Is   not   that   equivalent   to  a  rediscount   of   bills?  —  No; 
the   discount    of  a   bill   and   the   lending   money  on  bills  are  very 
different  things.     When  we  discount  a  bill,  that  bill   becomes  our 
property;   it  is  in  our  control,  and  we  keep  it  and  lock  it  up  until 
it  falls  due :   but  when  brokers   come  to    us    and  want   to   borrow 
say  £50,000  on  a  deposit  of  bills,  and  we  let  them  have  the  money, 
and  afterwards  return  those  bills   to  them  •  and   we   get   back   our 
money,  surely  that  is  not  a  rediscount. 

1174.  When    you    want    to    employ    your    money   for    a    short 
period,  do   you   not  frequently  take  bills  of  long  date  and  advance 
upon   them?  —  But   that   is   not   a   rediscount   on   our   part.     Very 
often  brokers  in   borrowing   money  send  in.  bills  of  long  date,  and 
afterwards  we  call  in  that  loan ;   but  that  is  no  more  a  rediscount 
than  lending  money  upon  consols  and  calling  in  that  money  again. 
It  is  not  an  advance  of  ours,  —  we   do  not   seek  it:   they  come  to 
us  and  borrow  our  money,  and  give  us  a  security ;   when  we  want 
our  money   we   call   for  that   money,    and    return    their   security. 
Surely  that  is  not  a  rediscount. 

1175.  (Mr.  HANKEY.)   Is  there  not  this  clear  distinction  between 
returning  a  bill  on  which  you   have   made  an   advance,  and  dis- 
counting a  bill,  —  that  if  you  have  discounted  a  bill,  your  liability 
continues   upon   the  bill   until  that  bill  has   come  to  maturity  ?  — 
Yes. 

1176.  In  tha  other  case  you   have  no  further  liability   what- 
ever?—  Certainly. 

1177.  Should  you  not  consider  that  a  very  important  distinc- 
tion ?  —  I    think   it    is   an   important   distinction.     Take  this   case  : 
Suppose  a  party  comes  to  us  and  borrows  £50,000,  and  we  lend  it 
him,  and  when  the   loan   becomes   due   we  take   our   money  back 
again,  —  surely  that  is  not  a  discount  on  our  part. 

1178.  Is  there    not    this   distinction, — that   if   you    rediscount 
you  may  go  on  pledging  the  liability  of  your  bank   to   an  almost 
unlimited   amount,  whereas  in   the   other   case  you   only   get   back 
that  money  which  you  have  lent  ?  —  Undoubtedly. 

1179.  (Mr.  CAYLEY.)    The    late    Chancellor    of    the    Exchequer 
stated  before  the  adjournment,  in  a  speech  in  the  House  of  Com- 
mons, that  during  the  Monday,  Tuesday,   Wednesday,  and  Thurs- 
day  of  the  panic,  the   Bank  was  almost   if  not   entirely  the  only 
body  that  discounted  commercial  bills  :   how  can  you  reconcile  that 
with  what  you  have  said,  that  you  gave  as  much  accommodation 
as  usual  to  your  customers? — I  am  not  responsible  for  what  the 
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Chancellor  of  the  Exchequer  said ;  I  am  responsible  for  what  I 
am  now  stating  as  to  the  course  of  our  bank,  —  that  our  advances 
to  our  customers  on  the  31st  of  December  were  nearly  £500,000 
higher  than  they  were  on  the  31st  of  October.  With  regard  to  our 
not  discounting  for  other  parties,  it  was  in  consequence  of  the  dis- 
credit which  prevailed,  that  it  was  necessary  we  should  hold  a  por- 
tion of  our  deposits  in  order  that  they  should  be  available  in  case 
persons  called  for  them  ;  a  certain  number  of  persons  did  so  :  in 
the  month  of  November  we  had  a  reduction  of  our  deposits,  and 
if  we  had  gone  on  discounting  for  brokers  we  should  have  had  to 
go  into  the  market  ourselves  to  raise  money  on  our  government 
securities  ;  but  we  avoided  that  by  not  discounting,  and  leaving 
our  money  at  the  Bank  of  England. 

1180.  Then  you  did  not  discount   as   much   as   usual  for  your 
customers  during  that  period?  —  Yes,  we  did,  and  more. 

1181.  But    not    to    strangers?  —  Not   to   strangers;    I   make   a 
distinction  between   our  transactions  with   our   customers,    who  of 
course  expect  us  to  give  accommodation,  and  discounts  for  brokers, 
which  is  entirely  voluntary,  depending  upon  our  having  money  to 
employ. 

1182.  How  would  it  have  been  if  the  letter  had  not  issued  at 
the  last  moment?  —  That  is  a  question  which  I  can  hardly  answer. 

1183.  What  do  you  mean  by  that  general  expressioa  of  yours  ? 
—  It  is  impossible  to  predicate  what  may  happen  in  time  of  panic 
and  alarm.     A  great   alarm   prevailed  certainly  amongst   the   com- 
mercial world,  and  it  could  never  have  been   alleviated   except   by 
some  extraordinary  means  of  relief  ;   we  might  probably  have  been 
in  the   state  in  which   Hamburg   was,    where   they  have   no   bank 
notes  in  circulation. 

1184.  (Mr.  SPOONER.)    What   did  you  mean  by  the  expression 
' '  the  last  moment "  ?    You    said   that  the   letter   came   out   at   the 
last  moment  :   the  last  moment  of  what  ?  —  It  was  late  in  the  day ; 
it  was  a  day  of  great    distress.     For   two   days   there  was   a   great 
deal  of  anxiety,  and  everybody  expected  that  there  would  be  some 
relief  :   and  it  was  when  expectation,  I  suppose,  was  highly  excited 
that  the  letter  came,  and  it  gave  relief. 

1185.  Cannot  you  tell  us  what   your  opinion  would  have  been, 
if  that  last  moment   had  happened  to  have  elapsed  and  the  letter 
had  not  come  ?  —  It  is  very  difficult  to  say  ;   it  is  too  much  to  say 
that   it   could   not  have   been   got  over.     There   can   be  no  doubt 
whatever  that  what  created  the   difficulty  existed  out   of  London, 
and  not  in  it ;   and  therefore  it  is  much  more   difficult   for   me  to 
give  an   opinion.     1  believe  that  the  banking  interest,  both  private 
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and  joint-stock,  was  in  a  perfectly  sound  condition,  and  able  to  bear 
any  strain  which  might  have  been  brought  upon  it  in  London. 

1186.  (Mr.  HANKEY.)  Can  you  give   the  Committee  any  idea  as 
to  what  proportion  of   deposits  you  consider  generally  desirable  to 
keep   in   reserve?  —  You   must   be   very   much   guided   by  circum- 
stances.    In  times  of  alarm,  when  there  are  failures,  of  course  all 
bankers  strengthen  their  reserves  ;   our  reserve  then  is  larger.     In 
times  of  ordinary  business  we  find,  both  as  regards  our  deposits  at 
interest  as  well  as  those  which  are  not  at   interest,  that  there  is  a 
constant  circulation ;  that  the  receipts  of  money  very  nearly  meet 
the  payments. 

1187.  You  probably  keep  at  all  times  a  certain  amount  of  your 
deposits  totally  unemployed,  —  in  reserve  ?  —  Yes. 

1188.  In  a   normal   state   of   commercial   affairs,  is  there   any 
fixed  proportion,  or  can  you  give  the  Committee  any  idea  of  what 
you  would  consider  about   a   fair  and   desirable   proportion,  which 
should  be  so  kept  unemployed  ?  —  I  think  the  best  idea  which  I  can 
give  upon  that  subject  is  to  give  our  annual  statement,  or  balance 
sheet  for  the  31st  of  December. 

1189.  Does  that  show  what  amount  of  unemployed  money  you 
had  on  that  day  ?  —  Yes.    I  will  put  in  a  statement,  which  perhaps 
will  be  the  best  means  of  meeting  the  question,  showing  the  cash  in 
hand  on  the  30th  of  June  and  the  31st  of  December  in  every  year, 
as  shown  by  our  published  accounts,  together  with  our  money  at 
call  and  our  government  securities  ;   that  will  be  perhaps  the  best 
and  most  convenient  way  of  giving  the   information  you  desire  to 
have.     [See  Table  on  next  page.] 

1190.  Do  you  consider  that  when   your  deposits  are  materially 
on  the  increase,  it  is  necessary  to  keep  a  larger  amount  of  money 
in  reserve  than  you  would  keep  at  other  times  ?  —  I  may  say  that 
as  a  general   rule,  our  reserve  would  always  bear  some  proportion 
to  our  deposits. 

1191.  Do   you   employ   your  money  in  the  discounting  of  bills 
for  other  persons  than  your  own  customers?  —  Discount  brokers. 

1192.  Only  to  discount  brokers  ?  — Yes. 

1193.  Not  to  strangers  who  are  in  the  habit   of  bringing  you 
in  bills,  —  commercial  houses  ?  —  I   should   say  generally  not.     We 
have    one   or  two   houses    for   whom  we   discount   who  thave   not 
accounts   with   us   as  bankers ;   but  generally  we  do   not   discount 
except  for  our  customers  or  for  bill-brokers. 

1194.  Do   you   consider   that   any   advantage   can   arise  to  the 
public   by   the    Bank   of   England   advancing   to   a   greater   extent 
than  can  be  considered  strictly  prudent   on  the  soundest  principle 
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Total  Lodgments  with  London  and  Westminster  Bank ;  also  Amount  of 
Cash  in  Hand,  Moneys  with  Bill-Brokers  at  Call,  and  Government 
Securities  held  by  the  Bank. 


DATE. 

Deposits. 

Cash  in 
Hand. 

Money  at 
Call. 

Government 
Securities. 

Total. 

31  December,  1845, 

£ 

3,590,014 

£. 
563,072 

£. 
628,500 

£. 
1.039,745 

£. 

2,231,317 

1846, 

3,280,864 

634.575 

423,060 

938,717 

1,996,352 

1847, 

2,733,753 

721,325 

350,108 

791,899 

1,863,332 

30  June,          1848, 

3,170,118 

588,871 

159,724 

1,295,047 

2,043,642 

31  December,    '  ' 

3.089,659 

645.46S 

176,824 

1,189,213 

2,011,505 

30  June,           1849, 

3,392,857 

552,642 

246,494 

964.800 

1,763,936 

31  December,     " 

3,680,623 

686,761 

263,577 

978,691 

1,224,029 

30  June,           1850, 

3,821,022 

654,649 

258,177 

972,055 

1,884,881 

31  December,    " 

3,969.648 

566,039 

334,982 

1,089,794 

1,990,815 

30  June,          1851, 

4,414,179 

691,719 

424,195 

1,054.018 

2,169,932 

31  December,     " 

4,677,298 

653,946 

378.337 

1,054,018 

2,080,301 

30  June,          1852, 

5,245,135 

861,778 

206,687 

1,054,018 

2,122,483 

31  December,     " 

5,581,706 

855,057 

397,087 

1,119,477 

2,371,621 

30  June,           1853, 

6,219,817 

904,252 

499,467 

1,218,852 

2,622,571 

31  December,     " 

6.259,540 

791,699 

677,392 

1,468,902 

2,937,993 

30  June,           1854, 

6,892,470 

827,397 

917,557 

1,457,415 

3,202,369 

31  December,     " 

7,177.244 

694.309 

486,400 

1,451,074 

2,631,783 

30  June,           1855, 

8,166,553 

722,243 

483,890 

1,754,074 

2.960,207 

31  December,     " 

8,744,095 

847,856 

451,575 

1,949,074 

3,248,505 

30  June,           1856, 

11,170,010 

906,876 

601,800 

1,980,489 

3,489,165 

31  December,     " 

11,438,461 

1,119,591 

432,000 

2,922,625 

4,474,216 

30  June,           1857, 

13,913,058 

967,078 

687,730 

3,353,179 

5,007,987 

31  December,     " 

13,889,021 

2,226,441 

1,115,883 

3,582,797 

6,925,121 

of  banking,  under  the  idea  of  their  affording  aid  to  the  commercial 
world  ?  —  As  I  said  before,  as  long  as  there  are  good  bills  in  cir- 
culation, —  that  is,  bills  about  which  there  would  be  no  doubt  of 
their  being  paid  at  maturity,  —  there  should  be  some  means  by 
which  those  bills  could  be  discounted. 

1195.  And  do  you  think  that  it  is  part  of  the  functions  of  the 
Bank  of  England  to  discount  a  bill  for  anybody,  merely  because 
the  party  holding  the  bill  wishes  to  convert  it  into  cash?  —  As  I 
said  before,  the  Bank  of  England  will  have  great  difficulty  in 
getting  rid  of  that  inconvenient  idea  which  there  is  in  the  mind 
of  the  public,  that  the  Bank  of  England  is  something  more  than 
an  ordinary  joint-stock  bank.  I  think  it  must  depend  very  much 
upon  circumstances  whether  you  can  or  cannot  refuse  the  discount 
of  good  bills  which  are  offered  to  you. 
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NOTE  C. 

STATEMENT    OF    CIRCULATION    AND    DEPOSITS    OF    THE    BANK    OF    DUNDEE 
AT    INTERVALS    OF    TEN    YEARS    BETWEEN    1764    AND    1864. 


Year. 

Circulation. 

Deposits.* 

£. 

£. 

1764, 

80.395 



1774, 

27,670 



1784, 

56,342 

-*. 

1794, 

50,254 

48,809 

1804, 

54,096 

157,821 

1814, 

46,627 

445,066 

1824, 

29,675 

343,948 

1834, 

26,467 

563,203 

1844, 

27,504 

535,253 

1854, 

40,774 

705,222 

1864, 

41,118 

684.898 

*  The  bank  did  not  begin  to  receive  deposits  until  1792,  in  which  year  they 
amounted  to  £35,944. 


NOTE   D. 

MEETING   OF  THE  PROPRIETORS  OF  THE   BANK   OF   ENGLAND, 

Sept.  13,  1866. 
(From  "Economist,"    Sept,  22,  1866.) 

A  General  Court  of  the  Bank  of  England  was  held  at  the  Bank 
at  twelve  o'clock  on  the  13th  instant,  for  the  purpose  of  declaring 
a  dividend  for  the  past  half-year. 

Mr.  Launcelot  Holland,  the  Governor  of  the  Bank,  who  presided 
upon  the  occasion,  addressed  the  proprietors  as  follows :  — 

"This  is  one  of  the  quarterly  general  courts  appointed  by  our 
charter;  and  it  is  also  one  of  our  half-yearly  general  courts,  held 
under  our  by-laws,  for  the  purpose  of  declaring  a  dividend.  From 
a  statement  which  I  hold  in  my  hand,  it  appears  that  the  net 
profits  of  the  Bank  for  the  half-year  ending  on  the  31st  of  August 
last  amounted  to  £970,014  17s.  10d,  making  the  amount  of  the 
rest  on  that  day  £3,981,783  18s.  lid. ;  and  after  providing  for  a 
dividend  at  the  rate  of  £6  10s.  per  cent.,  the  rest  will  stand  at 
£3,035,838  18s.  lid.  The  Court  of  Directors,  therefore,  propose 
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that  a  half-yearly  dividend  of  interest  and  profits,  to  the  amount 
of  £6  105.  per  cent.,  without  deduction  on  account  of  income  tax, 
shall  be  made  on  the  10th  of  October  next.  That  is  the  proposal 
I  have  now  to  lay  before  the  general  court ;  but  as  important 
events  have  occurred  since  we  last  met,  I  think  it  right  I  should 
briefly  advert  to  them  upon  this  occasion.  A  great  strain  has 
within  the  last  few  months  been  put  upon  the  resources  of  this 
house,  and  of  the  whole  banking  community  of  London  ;  and  I 
think  I  am  entitled  to  say  that  not  only  this  house,  but  the  entire 
banking  body,  acquitted  themselves  most  honorably  and  creditably 
throughout  that  very  trying  period.  Banking  is  a  very  peculiar 
business,  and  it  depends  so  much  upon  credit  that  the  least  blast 
of  suspicion  is  sufficient  to  sweep  away,  as  it  were,  the  harvest  of  a 
whole  year  ;  but  the  manner  in  which  the  banking  establishments 
generally  of  London  met  the  demands  made  upon  them  during 
the  greater  portion  of  the  past  half-year  affords  a  most  satisfactory 
proof  of  the  soundness  of  the  principles  on  which  their  business  is 
conducted.  This  house  exerted  itself  to  the  utmost  —  and  exerted 
itself  most  successfully  —  to  meet  the  crisis ;  we  did  not  flinch 
from  our  post.  When  the  storm  came  upon  us,  on  the  morning 
on  which  it  became  known  that  the  house  of  Overend  &  Co.  had 
failed,  we  were  in  as  sound  and  healthy  a  position  as  any  bank- 
ing establishment  could  hold,  and  on  that  day  and  throughout 
the  succeeding  week  we  made  advances  which  would  hardly  be 
credited ;  I  do  not  believe  that  any  one  would  have  thought  of 
predicting,  even  at  the  shortest  period  beforehand,  the  greatness  of 
those  advances.  It  was  not  unnatural  that  in  this  state  of  things 
a  certain  degree  of  alarm  should  have  taken  possession  of  the 
public  mind,  and  that  those  who  required  accommodation  from  the 
Bank  should  have  gone  to  the  Chancellor  of  the  Exchequer  and 
requested  the  government  to  empower  us  to  issue  notes  beyond 
the  statutory  amount,  if  we  should  think  that  such  a  measure 
was  desirable.  But  we  had  to  act  before  we  could  receive  any 
such  power,  and  before  the  Chancellor  of  the  Exchequer  was 
perhaps  out  of  his  bed  we  had  advanced  one-half  of  our  reserves, 
which  were  certainly  thus  reduced  to  an  amount  which  we  could 
not  witness  without  regret :  but  we  could  not  flinch  from  the  duty 
which  we  conceived  was  imposed  upon  us  of  supporting  the  bank- 
ing community,  and  I  am  not  aware  that  any  legitimate  application 
for  assistance  made  to  this  house  was  refused.  Every  gentleman 
who  came  here  with  adequate  security  was  liberally  dealt  with; 
and  if  accommodation  could  not  be  afforded  to  the  full  extent 
which  was  demanded,  no  one  who  offered  proper  security  failed 
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to  obtain  relief  from  this  house.  I  have  perhaps  gone  a  little 
more  into  details  than  is  customary  upon  these  occasions ;  but  the 
times  have  been  unusually  interesting,  and  I  thought  it  desirable 
to  say  this  much  in  justification  of  the  course  adopted  by  this 
house,  of  running  its  balances  down  to  a  point  which  some  gentle- 
men may  consider  dangerous.  Looking  back,  however,  upon  recent 
events,  I  cannot  take  any  blame  to  this  court  for  not  having  been 
prepared  for  such  a  tornado  as  that  which  burst  upon  us  on  the 
llth  of  May;  and  I  hope  the  Court  of  Proprietors  will  feel  that 
their  directors  acted  properly  upon  that  occasion,  and  that  they 
did  their  best  to  meet  a  very  extraordinary  state  of  circumstances. 
I  have  now  only  to  move  that  a  dividend  be  declared  at  the  rate 
of  £6  105.  per  cent,  for  the  past  half-year." 

Mr.  Hyam  said  that  before  the  question  was  put,  he  wished  to 
offer  a  few  observations  to  the  court.  He  believed  that  the  state- 
ment of  accounts  which  had  just  been  laid  before  them  was  per- 
fectly satisfactory.  He  also  thought  that  the  directors  had  done 
their  best  to  assist  the  commercial  classes  throughout  the  late  mon- 
etary crisis  ;  but  it  appeared  to  him  at  the  same  time  that  they 
were  in  fault  in  not  having  applied  at  an  earlier  period  to  the 
Chancellor  of  the  Exchequer  for  a  suspension  of  the  Bank  Act.  It 
was  well  known1  that  the  demand  on  the  Bank  was  materially 
lessened  in  the  earlier  part  of  the  day,  in  consequence  of  a  rumor 
which  had  been  extensively  circulated  that  permission  to  overstep 
the  limits  laid  down  in  the  Act  had  been  granted.  That  concession, 
however,  had  only  been  made  after  the  most  urgent  representations 
had  been  addressed  to  the  Chancellor  of  the  Exchequer  at  a  late 
hour  in  the  night ;  and  if  it  had  then  been  refused,  he  felt  per- 
suaded that  the  state  of  affairs  would  have  been  much  worse  on 
the  Saturday  than  it  had  been  on  the  Friday.  The  fact  was,  that 
the  Act  of  1844  was  totally  unsuited  to  the  present  requirements 
of  the  country,  which  since  that  period  had  tripled  or  quadrupled 
its  commerce ;  and  he  was  sorry  to  know  that  the  measure  seemed 
to  meet  with  the  approval  of  many  of  their  directors.  Any  one 
who  read  the  speeches  made  in  the  course  of  the  discussion  on 
Mr.  Watkins's  motion  must  see  that  the  subject  called  for  further 
inquiry  ;  and  he  trusted  that  the  demand  for  that  inquiry  would 
yet  be  conceded. 

Mr.  Jones  said  he  entirely  dissented  from  the  views  with  respect 
to  the  Bank  Act  entertained  by  the  honorable  proprietor  who  had 
just  addressed  the  court.  In  his  opinion  the  main  cause  of  the 
recent  monetary  crisis  was,  that  while  we  had  bought  £275,000,000 
worth  of  foreign  produce  in  the  year  1865,  the  value  of  our  exports 
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had  only  been  £165,000,000,  so  that  we  had  a  balance  against  us 
to  the  amount  of  £110,000,000.  He  believed  that  the  Bank  acted 
wisely  in  resisting  every  attempt  to  increase  the  paper  currency, 
and  he  felt  convinced  that  the  working  classes  would  be  the  people 
least  likely  to  benefit  by  the  rise  in  prices  which  would  take  place 
under  such  a  change. 

Mr.  Moxon  said  he  should  be  glad  to  know  what  was  the 
amount  of  bad  debts  made  by  the  Bank  during  the  past  half-year. 
It  was  stated  very  confidently  out  of  doors  that  during  that  period 
the  directors  had  between  £3,000,000  and  £4,000,000  of  bills  re- 
turned to  them. 

The  Governor  of  the  Bank. —  "May  I  ask  what  is  your  authority 
for  that  statement?  We  are  rather  amused  at  hearing  it,  and 
we  have  never  been  able  to  trace  any  rumor  of  the  kind  to  an 
authentic  source." 

Mr.  Moxon  continued. — Whether  the  bad  debts  were  large  or 
small,  he  thought  it  was  desirable  that  they  should  all  know  what 
was  their  actual  amount.  They  had  been  told  at  their  last  meet- 
ing that  the  Bank  held  a  great  many  railway  debentures ;  and  he 
should  like  to  know  whether  any  of  those  debentures  came  from 
railway  companies  that  had  since  been  unable  to  meet  their  obliga- 
tions. He  understood  that  a  portion  of  their  property  was  locked 
up  in  advances  made  on  account  of  the  Thames  Embankment,  and 
in  other  ways  which  did  not  leave  the  money  available  for  general 
banking  and  commercial  purposes ;  and  if  that  were  so,  he  should 
express  his  disapproval  of  such  a  policy.  There  was  another  im- 
portant point  to  which  he  wished  to  advert :  he  was  anxious  to 
know  what  was  the  aggregate  balance  of  the  joint-stock  banks  in 
the  Bank  of  England.  He  feared  that  some  time  or  other  the 
joint-stock  banks  would  be  in  a  position  to  command  perhaps  the 
stoppage  of  the  Bank  of  England.  If  that  were  not  so,  the  sooner 
the  public  were  fully  informed  upon  the  point  the  better ;  but  if 
ten  or  twelve  joint-stock  banks  had  large  balances  in  the  Bank  of 
England,  and  if  the  Bank  balances  were  to  run  very  low,  people 
would  naturally  begin  to  suspect  that  the  joint-stock  banks  had 
more  power  over  the  Bank  of  England  than  they  ought  to  have. 
He  wished  further  to  ask  whether  the  directors  had  of  late  taken 
into  consideration  the  expediency  of  paying  interest  on  deposits. 
He  believed  that  under  their  present  mode  of  carrying  on  their 
business,  they  were  foregoing  large  profits  which  they  might  receive 
with  advantage  to  themselves  and  to  the  public  ;  and  he  would 
recommend  that  they  should  undertake  the  custody  of  securities, 
after  the  system  adopted  by  the  Bank  of  France.  In  conclusion,  he 
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proposed  to  move  three  resolutions,  for  the  purpose  of  providing, 
first,  that  a  list  of  all  the  proprietors  of  Bank  stock  should  be 
printed,  with  a  separate  entry  of  the  names  of  all  those  persons 
not  entitled  to  vote  from  the  smallness  of  their  stock  or  from  the 
shortness  of  time  during  which  they  held  it ;  secondly,  that  a  copy 
of  the  charter  of  the  Bank,  with  the  rules,  orders,  and  by-laws 
passed  for  the  good  government  of  their  corporation,  should  be 
printed  for  the  use  of  the  shareholders  ;  and  thirdly,  that  auditors 
should  be  appointed  to  make  detailed  audits  of  their  accounts. 

Mr.  Gerstenberg  recommended  that  the  directors  should  take 
some  step  for  the  purpose  of  preventing  the  spread  of  such  erroneous 
notions  as  that  which  lately  prevailed  on  the  Continent,  that  the 
Bank  was  about  to  suspend  specie  payments. 

Mr.  W.  Botly  said  he  wished  to  see  the  directors  taking  into 
their  consideration  the  expediency  of  allowing  interest  on  deposits. 

Mr.  Alderman  Salomons  said  he  wished  to  take  that  opportunity 
of  stating  that  he  believed  nothing  could  be  more  satisfactory  to 
the  managers  and  shareholders  of  joint-stock  banks  than  the  testi- 
mony which  the  Governor  of  the  Bank  of  England  had  that  day 
borne  to  the  sound  and  honorable  manner  in  which  their  business 
was  conducted.  It  was  manifestly  desirable  that  the  joint-stock 
banks  and  the  banking  interest  generally  should  work  in  harmony 
with  the  Bank  of  England ;  and  he  sincerely  thanked  the  Gov- 
ernor of  the  Bank  for  the  kindly  manner  in  which  he  had  alluded 
to  the  mode  in  which  the  joint-stock  banks  had  met  the  late 
monetary  crisis. 

The  Governor  of  the  Bank  said — "Before  putting  the  question 
for  the  declaration  of  a  dividend,  I  wish  to  refer  to  one  or  two 
points  that  have  been  raised  by  the  gentlemen  who  have  addressed 
the  Court  on  this  occasion.  The  most  prominent  topic  brought 
under  our  notice  is  the  expediency  of  allowing  interest  on  deposits  ; 
and  upon  that  point,  I  must  say  that  I  believe  a  more  dangerous 
innovation  could  not  be  made  in  the  practice  of  the  Bank  of  Eng- 
land. The  downfall  of  Overend  &  Gurney,  and  of  many  other  houses, 
must  be  traced  to  the  policy  which  they  adopted  of  paying  interest 
on  deposits  at  call,  while  they  were  themselves  tempted  to  invest 
the  money  so  received  in  speculations  in  Ireland  or  in  America, 
or  at  the  bottom  of  the  sea,  where  it  was  not  available  when  a 
moment  of  pressure  arrived." 

Mr.  Botly  said  he  did  not  mean  deposits  on  call. 

The  Governor  of  the  Bank  of  England  continued  — "  That  is 
only  a  matter  of  detail :  the  main  question  is,  whether  we  ought 
to  pay  interest  on  deposits ;  and  of  such  policy  I  must  express  my 
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entire  disapproval.  Mr.  Moxon  has  referred  to  the  amount  of  our 
debts ;  but  as  I  stated  when  I  took'  the  liberty  of  interrupting  him, 
we  could  never  trace  the  origin  of  any  rumor  which  prevailed 
upon  that  subject.  As  far  as  it  can  be  said  to  have  ever  existed, 
it  had  its  origin  most  probably  in  the  vast  amount  advanced  by  the 
Bank.  It  must,  however,  be  remembered  that  we  did  not  make 
our  advances  without  ample  security ;  and  the  best  proof  of  that 
is  the  marvelously  small  amount  of  bad  debts  which  we  contracted. 
It  has  never  been  a  feature  of  the  Bank  to  state  what  was  the 
precise  amount  of  those  debts  ;  but  I  believe  that  if  I  were  to 
mention  it  upon  the  present  occasion,  it  would  be  found  to  be  so 
inconsiderable  that  I  should  hardly  obtain  credence  for  the  announce- 
ment I  should  have  to  make.  I  am  convinced  that  our  present 
dividend  has  been  as  honestly  and  as  hardly  earned  as  any  that 
we  have  ever  realized ;  but  it  has  been  obtained  by  means  of  great 
vigilance  and  great  anxiety  on  the  part  of  each  and  all  of  your 
directors ;  and  I  will  add  that  I  believe  you  would  only  diminish 
their  sense  of  responsibility,  and  introduce  confusion  into  the 
management  of  your  business,  if  you  were  to  transfer  to  auditors 
the  making  up  of  your  accounts.  If  your  directors  deserve  your 
confidence,  they  are  surely  capable  of  performing  that  duty ;  and 
if  they  do  not  deserve  it,  you  ought  not  to  continue  them  in  their 
present  office.  With  regard  to  the  supposed  lock-up  of  our  capital, 
I  must  observe  that  with  £14,000,000  on  our  hands,  we  must  neces- 
sarily invest  it  in  a  variety  of  securities ;  but  there  is  no  ground  for 
imagining  that  our  money  is  locked  up  and  is  not  available  for 
the  purpose  of  making  commercial  advances.  We  advanced  in  the 
space  of  three  months  the  sum  of  £45,000,000  ;  and  what  more 
than  that  do  you  want?  It  has  been  recommended  that  we  should 
take  charge  of  securities ;  but  we  have  found  it  necessary  to  re- 
fuse all  securities  except  those  of  our  customers,  and  I  believe  the 
custody  of  securities  is  becoming  a  growing  evil.  With  regard  to 
railway  debentures,  I  do  not  believe  we  have  one  of  a  doubtful 
character ;  we  have  no  debentures  except  those  of  first-class  railway 
companies,  and  companies  which  we  know  are  acting  within  their 
parliamentary  limits.  Having  alluded  to  those  subjects,  I  will  now 
put  the  motion  for  the  declaration  of  the  dividend." 

The  motion  was  accordingly  put  and  unanimously  adopted. 

The  chairman  then  announced  that  that  resolution  should  be 
confirmed  by  ballot  on  Tuesday  next ;  inasmuch  as  the  Bank  could 
not,  under  the  provisions  of  its  Act  of  Parliament,  declare  other- 
wise than  in  that  form  a  dividend  higher  than  that  which  it  had 
distributed  during  the  preceding  half-year. 
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The  three  resolutions  proposed  by  Mr.  Moxon  were  then  read  ; 
but  they  were  not  put  to  the  meeting,  inasmuch  as  they  found  no 
seconders. 

Mr.  Alderman  Salomons  said  that  their  Governor  had  observed 
that  he  thought  the  payment  of  interests  on  deposits  -was  objec- 
tionable ;  and  every  one  must  see  that  such  a  practice  ought  not 
to  be  adopted  by  the  Bank  of  England.  But  he  took  it  for  granted 
that  the  Governor  did  not  mean  that  his  statement  should  apply 
to  joint-stock  banks,  which  he  had  himself  told  them  had  con- 
ducted their  business  so  creditably  and  so  successfully. 

The  Governor  of  the  Bank  said  that  what  ne  stated  was,  that 
such  a  system  would  be  dangerous  for  the  Bank  of  England,  and 
dangerous  if  carried  into  effect  in  the  way  contemplated  by  Mr. 
Moxon. 

Mr.  P.  N.  Laurie  said  he  understood  the  Governor  of  the  Bank 
to  say  that  it  would  be  dangerous  to  take  deposits  on  call,  and  in 
that  opinion  he  concurred. 

Mr.  Alderman  Salomons  said  that  he  too  was  of  the  same 
opinion. 

On  the  motion  of  Mr.  Alderman  Salomons,  seconded  by  Mr. 
Botly,  a  vote  of  thanks  was  passed  to  the  Governor  and  the 
directors  for  their  able  and  successful  management  of  the  Bank 
during  the  past  half-year ;  and  the  proceedings  then  terminated. 


ECONOMIC    STUDIES. 


PBEFATOEY    NOTE. 


IT  will  be  obvious  to  the  readers  of  this  book  that  a 
considerable  portion  of  it,  though  hardly  to  be  called 
fragmentary,  is  yet  not  at  all  as  complete  as  the 
author,  had  he  lived,  would  have  made  it ;  and  that, 
in  the  last  two  essays  at  all  events,  there  are  con- 
siderable gaps  which  he  would  certainly  have  filled 
up.  Obviously,  too,  various  other  essays  would  have 
been  added ;  probably  two  or  three  between  those 
which  here  appear,  certainly  many  on  subjects  which 
would  naturally  have  followed  the  last  and  least  per- 
fect of  all  the  papers,  that  on  "  Cost  of  Production." 
Indeed,  Mr.  Bagehot  is  known  to  have  stated  that  his 
economic  studies  would  have  worked  out  into  three 
distinct  volumes,  one  of  which  would  have  been  bio- 
graphical. Again,  no  careful  reader  can  fail  to  per- 
ceive that  there  is  a  certain  amount  of  redundancy 
of  statement  in  these  pages,  as  well  as  of  omission  ; 
and  this  was  inevitable,  for  in  preparing  his  finished 
writings  for  the  press,  the  author's  practice  was  to 
cut  away  as  well  as  to  add  much,  —  a  duty  which  I 
was  not  imprudent  enough  to  attempt  to  discharge 
for  him.  Therefore,  considering  that  only  the  first 
two  essays  had  been  published,  or  even  printed,  in  the 
lifetime  of  the  author,  and  that,  even  with  the  most 
valuable  help  of  Mr.  Robert  Giffen,  the  head  of  the 
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Statistical  Department  of  the  Board  of  Trade  (who, 
during  the  last  years  of  Mr.  Bagehot's  life,  had  a 
better  knowledge  of  his  economic  mind  than  any 
other  person),  I  have  had  great  difficulty  in  deter- 
mining the  precise  arrangement  of  some  parts  of  the 
MS.,  the  folios  of  which  were  often  inaccurately 
numbered,  I  hope  that  the  reader  may  wonder  less 
that  much  is  incomplete  than  that  so  much  that  is 
complete  and  valuable,  as  well  as  original,  remains. 
No  thoughtful  economist,  I  am  sure,  who  reads  this 
book,  will  fail  to  recognize  the  value  of  a  great  por- 
tion of  even  the  least  perfect  of  these  essays. 

It  only  remains  for  me  to  express  my  hearty  grat- 
itude to  Mr.  Giffen  for  his  willing  and  most  impor- 
tant help,  without  which  I  should  have  felt  no  little 
hesitation  in  deciding  on  the  true  sequence  of  some 
passages  in  this  volume.  R.  H.  H. 

AUGUST  30,  1879. 


THE    POSTULATES 

OF 

ENGLISH  POLITICAL  ECONOMY. 

ADAM  SMITH  completed  the  "Wealth  of  Nations" 
in  1776,  and  our  English  political  economy  is  there- 
fore just  a  hundred  years  old.  In  that  time  it  has 
had  a  wonderful  effect :  the  life  of  almost  every 
one  in  England  —  perhaps  of  every  one  —  is  different 
and  better  in  consequence  of  it ;  the  whole  commer- 
cial policy  of  the  country  is  not  so  much  founded 
on  it  as  instinct  with  it ;  ideas  which  are  paradoxes 
everywhere  else  in  the  world  are  accepted  axioms 
here  as  results  of  it.  No  other  form  of  political 
philosophy  has  ever  had  one-thousandth  part  of  the 
influence  on  us  ;  its  teachings  have  settled  down  into 
the  common-sense  of  the  nation,  and  have  become 
irreversible. 

We  are  too  familiar  with  the  good  we  have 
thus  acquired  to  appreciate  it  properly ;  to  do  so  we 
should  see  what  our  ancestors  were  taught.  The 
best  book  on  political  economy  published  in  England 
before  that  of  Adam  Smith  is  Sir  James  Steuart's 
"Inquiry,"  a  book  full  of  acuteness,  and  written  by 
a  man  of  travel  and  cultivation;  and  its  teaching  is 
of  this  sort :  — 

"In  all  trade  two  things  are  to  be  considered  in  the  commod- 
ity sold ;  the  first  is  the  matter,  the  second  is  the  labor  employed 
to  render  this  matter  useful.  The  matter  exported  from  a  country 
is  what  the  country  loses  ;  the  price  of  the  labor  exported  is  what 
it  gains.  If  the  value  of  the  .matter  imported  be  greater  than  the 
value  of  what  is  exported,  the  country  gains ;  if  a  greater  value 
of  labor  be  imported  than  exported,  the  country  loses.  Why  ? 
Because  in  the  first  case  strangers  must  have  paid  in  matter  the 
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surplus  of  labor  exported  ;  and  in  the  second  case  because  the  coun- 
try must  have  paid  to  strangers  in  matter  the  surplus  of  labor 
imported.  It  is  therefore  a  general  maxim  to  discourage  the  import- 
ation of  work,  and  to  encourage  the  exportation  of  it.11* 

It  was  in  a  world  where  this  was  believed  that  our 
present  political  economy  began. 

Abroad  the  influence  of  our  English  system  has  of 
course  not  been  nearly  so  great  as  in  England  itself  ; 
but  even  there  it  has  had  an  enormous  effect, — ail 
the  highest  financial  and  commercial  legislation  of 
the  Continent  has  been  founded  upon  it.  As  curious 
a  testimony  perhaps  as  any  to  its  power  is  to  be 
found  in  the  memoir  of  Mollien,  the  financial  adviser 
of  the  first  Napoleon  ;  le  ban  Mollien,  whom  nothing 
would  induce  him  to  discard  because  his  adminis- 
tration brought  francs,  whereas  that  of  his  more 
showy  competitors  might  after  all  end  in  ideas. 

"It  was  then,"  says  Mollien,  in  giving  an  account  of  his 
youth,  "that  I  read  an  English  book  of  which  the  disciples  whom 
M.  Turgot  had  left  spoke  with  the  greatest  praise, — the  work  of 
Adam  Smith.  I  had  especially  remarked  how  wavmly  the  venerable 
and  judicious  Malesherbes  used  to  speak  of  it,  —  this  book  so  depre- 
cated by  all  the  men  of  the  old  routine,  who  spoke  of  themselves 
so  improperly  as  of  the  school  of  Colbert.  They  seemed  to  have 
persuaded  themselves  that  the  most  important  thing  for  our  nation 
was,  that  not  one  sou  should  ever  leave  France ;  that  so  long  as 
this  was  so,  the  kind  and  the  amount  of  taxation,  the  rate  of 
wages,  the  greater  or  less  perfection  of  industrial  arts,  were  things 
of  complete  indifference,  provided  always  that  one  Frenchman 
gained  what  another  Frenchman  lost."  \ 

And  he  describes  how  the  "Wealth  of  Nations"  led 
him  to  abandon  those  absurdities  and  to  substitute 
the  views  with  which  we  are  now  so  familiar,  but 
on  which  "the  good  Mollien"  dwells  as  on  new  para- 
doxes. In  cases  like  this,  one  instance  is  worth  a 
hundred  arguments :  we  see  in  a  moment  the  sort 

*Book  ii.,  Chap.  xxiv. 

t  See  also  M.  Chevalier's  article  on  Mollien,  Revue  des  Deux  Monties,  July- 
August,  1856. —ED. 
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of  effect  that  our  English  political  economy  has  had 
when  we  find  it  guiding  the  finance  of  Napoleon,  who 
hated  ideologues  and  who  did  not  love  the  English. 

But  notwithstanding  these  triumphs,  the  position 
of  our  political  economy  is  not  altogether  satisfactory  : 
it  lies  rather  dead  in  the  public  mind ;  not  only  does 
it  not  excite  the  same  interest  as  formerly,  but 
there  is  not  exactly  the  same  confidence  in  it. 
Younger  men  either  do  not  study  it,  or  do  not  feel 
that  it  comes  home  to  them,  and  that  it  matches 
with  their  most  living  ideas ;  new  sciences  have  come 
up  in  the  last  few  years,  with  new  modes  of  investi- 
gation, and  they  want  to  know  what  is  the  relation 
of  economical  science  as  their  fathers  held  it  to  these 
new  thoughts  and  these  new  instruments.  They  ask, 
often  hardly  knowing  it,  "Will  this  ' science/  as 
it  claims  to  be,  harmonize  with  what  we  now  know 
to  be  sciences,  or  bear  to  be  tried  as  we  now  try 
sciences  ? "  and  they  are  not  sure  of  the  answer. 

Abroad,  as  is  natural,  the  revolt  is  more  avowed. 
Indeed,  though  the  political  economy  of  Adam 
Smith  penetrated  deep  into  the  Continent,  what  has 
been  added  in  England  since  has  never  penetrated 
equally;  though  if  our  "science"  is  true,  the  newer 
work  required  a  greater  intellectual  effort,  and  is 
far  more  complete  as  a  scientific  achievement,  than 
anything  which  Adam  Smith  did  himself.  Political 
economy  as  it  was  taught  by  Ricardo  has  had  in  this 
respect  much  the  same  fa'te  as  another  branch  of 
English  thought  of  the  same  age,  with  which  it  has 
many  analogies, — jurisprudence  as  it  was  taught  by 
Austin  and  Bentham  :  it  has  remained  insular.  I  do 
not  mean  that  it  was  not  often  read  and  understood, 
—  of  course  it  was  so,  though  it  was  often  misread 
and  misunderstood ;  but  it  never  at  all  reigned  abroad 
as  it  reigns  here,  —  never  was  really  fully  accepted 
in  other  countries  as  it  was  here  where  it  arose. 
And  no  theory,  economical  or  political,  can  now  be 
both  insular  and  secure  :  foreign  thoughts  come  soon 
VOL.  V.- 16 
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and  trouble  us  ;    there  will  always  be  doubt  here  as 
to  what  is  only  believed  here. 

There  are,  no  doubt,  obvious  reasons  why  English 
political  economy  should  be  thus  unpopular  out  of 
England:  it  is  known  everywhere  as  the  theory  "of 
Free  Trade,"  and  out  of  England  Free  Trade  is  almost 
everywhere  unpopular.  Experience  shows  that  no 
belief  is  so  difficult  to  create  and  no  one  so  easy  to 
disturb  ;  the  Protectionist  creed  rises  like  a  weed  in 
every  soil.  "Why,"  M.  Thiers  was  asked,  "do  you 
give  these  bounties  to  the  French  sugar  refiners  ? " 
"I  wish/'  replied  he,  "the  tall  chimneys  to  smoke." 
Every  nation  wishes  prosperity  for  some  conspicuous 
industry ;  at  what  cost  to  the  consumer,  by  what 
hardship  to  less  conspicuous  industries,  that  prosperity 
is  obtained,  it  does  not  care.  Indeed,  it  hardly  knows, 
it  will  never  read,  it  will  never  apprehend  the  refined 
reasons  which  prove  those  evils  and  show  how  great 
they  are :  the  visible  picture  of  the  smoking  chimneys 
absorbs  the  %whole  mind.  And  in  many  cases  the 
eagerness  of  England  in  the  Free  Trade  cause  only 
does  that  cause  harm.  Foreigners  say,  "Your  Eng- 
lish traders  are  strong  and  rich  :  of  course  you  wish 
to  undersell  our  traders,  who  are  weak  and  poor. 
You  have  invented  this  political  economy  to  enrich 
yourselves  and  ruin  us  :  we  will  see  that  you  shall 
not  do  so." 

And  that  English  political  economy  is  more  op- 
posed to  the  action  of  government  in  all  ways  than 
most  such  theories  brings  it  no  accession  of  popu- 
larity. All  governments  like  to  interfere,  —  it  elevates 
their  position  to  make  out  that  they  can  cure  the 
evils  of  mankind  :  and  all  zealots  wish  they  should 
interfere,  for  such  zealots  think  they  can  and  may 
convert  the  rulers  and  manipulate  the  state  control,— 
it  is  a  distinct  object  to  convert  a  definite  man,  and 
if  he  will  not  be  convinced  there  is  always  a  hope 
of  his  successor ;  but  most  zealots  dislike  to  appeal 
to  the  mass  of  mankind, — they  know  instinctively 
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that    it    will    be    too    opaque    and    impenetrable    for 
them. 

But  I  do  not  believe  that  these  are  the  only  reasons 
why  our  English  political  economy  is  not  estimated 
at  its  value  abroad.  I  believe  that  this  arises  from 
its  special  characteristic,  from  that  which  constitutes 
its  peculiar  value ;  and  paradoxical  as  it  may  seem, 
I  also  believe  that  this  same  characteristic  is  likewise 
the  reason  why  it  is  often  not  thoroughly  under- 
stood in  England  itself.  The  science  of  political  econ- 
omy, as  we  have  it  in  England,  may  be  defined  as 
the  science  of  business,  such  as  business  is  in  large 
productive  and  trading  communities  ;  it  is  an  analysis 
of  that  world  so  familiar  to  many  Englishmen, — the 
" great  commerce"  by  which  England  has  become 
rich.  It  assumes  the  principal  facts  which  make  that 
commerce  possible,  and  as  is  the  way  of  an  abstract 
science,  it  isolates  and  simplifies  them ;  it  detaches 
them  from  the  confusion  with  which  they  are  mixed 
in  fact.  And  it  deals  too  with  the  men  who  carry 
on  that  commerce  and  who  make  it  possible.  It  as- 
sumes a  sort  of  human  nature  such  as  we  see  every- 
where around  us,  and  again  it  simplifies  that  human 
nature ;  it  looks  at  one  part  of  it  only.  Dealing 
with  matters  of  "business,"  it  assumes  that  man  is 
actuated  only  by  motives  of  business  :  it  assumes  that 
every  man  who  makes  anything  makes  it  for  money, 
that  he  always  makes  that  which  brings  him  in  most 
at  least  cost,  and  that  he  will  make  it  in  the  way 
that  will  produce  most  and  spend  least;  it  assumes 
that  every  man  who  buys,  buys  with  his  whole 
heart,  and  that  he  who  sells,  sells  with  his  whole 
heart,  each  wanting  to  gain  all  possible  advantage. 
Of  course  we  know  that  this  is  not  so,  that  men 
are  not  like  this,  but  we  assume  it  for  simplicity's 
sake  as  a  hypothesis  ;  and  this  deceives  many  excel- 
lent people,  for  from  deficient  education  they  have 
very  indistinct  ideas  what  an  abstract  science  is. 
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More  competent  persons,  indeed,  have  understood 
that  English  political  economists  are  not  speaking 
of  real  men  but  of  imaginary  ones,  not  of  men  as 
we  see  them  but  of  men  as  it  is  convenient  to  us  to 
suppose  they  are ;  but  even  they  often  do  not  under- 
stand that  the  world  which  our  political  economists 
treat  of  is  a  very  limited  and  peculiar  world  also. 
They  often  imagine  that  what  they  read  is  applicable 
to  all  states  of  society,  and  to  all  equally  ;  whereas 
it  is  only  true  of  —  and  only  proved  as  to  —  states 
of  society  in  which  commerce  has  largely  developed, 
and  where  it  has  taken  the  form  of  development,  or 
something  near  the  form,  which  it  has  taken  in 
England. 

This  explains  why  abroad  the  science  has  not 
been  well  understood :  commerce  as  we  have  it  in 
England  is  not  so  full-grown  anywhere  else  as  it  is 
here, — at  any  rate,  is  not  so  outside  the  lands  popu- 
lated by  the  Anglo-Saxon  race.  Here  it  is  not  only 
a  thing  definite  and  observable,  but  about  the  most 
definite  thing  we  have,  the  thing  which  it  is  most 
difficult  to  help  seeing ;  but  on  the  Continent,  though 
there  is  much  that  is  like  it,  and  though  that  much 
is  daily  growing  more,  there  is  nowhere  the  same 
pervading  entity, — the  same  patent,  pressing,  and 
unmistakable  object. 

And  this  brings  out  too  the  inherent  difficulty 
of  the  subject ;  a  difficulty  which  no  other  science, 
I  think,  presents  in  equal  magnitude.  Years  ago 
I  heard  Mr.  Cobden  say  at  a  League  meeting  that 
"Political  economy  was  the  highest  study  of  the 
human  mind,  for  that  the  physical  sciences  required 
by  no  means  so  hard  an  effort."  An  orator  cannot 
be  expected  to  be  exactly  precise,  and  of  course 
political  economy  is  in  no  sense  the  highest  study  of 
the  mind, — there  are  others  which  are  much  higher, 
for  they  are  concerned  with  things  much  nobler 
than  wealth  or  money;  nor  is  it  true  that  the  effort 
of  mind  which  political  economy  requires  is  nearly 


POSTULATES  OF  ENGLISH  POLITICAL  ECONOMY.         245 

as  great  as  that  required  for  the  abstruser  theories 
of  physical  science, — for  the  theory  of  gravitation 
or  the  theory  of  natural  selection  :  but  nevertheless 
what  Mr.  Cobden  meant,  had  —  as  was  usual  with 
his  first-hand  mind  —  a  great  fund  of  truth.  He 
meant  that  political  economy  —  effectual  political 
economy,  political  economy  which  in  complex  prob- 
lems succeeds  —  is  a  very  difficult  thing  ;  something 
altogether  more  abstruse  and  difficult,  as  well  as 
more  conclusive,  than  that  which  many  of  those  who 
rush  in  upon  it  have  a  notion  of.  It  is  an  abstract 
science  which  labors  under  a  special  hardship  :  those 
who  are  conversant  with  its  abstractions  are  usually 
without  a  true  contact  with  its  facts ;  those  who  are 
in  contact  with  its  facts  have  usually  little  sym- 
pathy with  and  little  cognizance  of  its  abstractions. 
Literary  men  who  write  about  it  are  constantly  using 
what  a  great  teacher  calls  "  unreal  words," — that  is, 
they  are  using  expressions  with  which  they  have  no 
complete  vivid  picture  to  correspond.  They  are  like 
physiologists  who  have  never  dissected,  like  astron- 
omers who  have  never  seen  the  stars ;  and  in  con- 
sequence, just  when  they  seem  to  be  reasoning  at 
their  best  their  knowledge  of  the  facts  falls  short. 
Their  primitive  picture  fails  them,  and  their  deduc- 
tion altogether  misses  the  mark ;  sometimes  indeed 
goes  astray  so  far  that  those  who  live  and  move 
among  the  facts,  boldly  say  that  they  cannot  com- 
prehend "how  any  one  can  talk  such  nonsense." 
Yet  on  the  other  hand,  these  people  who  live  and 
move  among  the  facts,  often  or  mostly  cannot  of 
themselves  put  together  any  precise  reasonings 
about  them.  Men  of  business  have  a  solid  judgment, 
a  wonderful  guessing  power  of  what  is  going  to 
happen,  each  in  his  own  trade,  but  they  have  never 
practiced  themselves  in  reasoning  out  their  judgments 
and  in  supporting  their  guesses  by  argument ;  prob- 
ably if  they  did  so,  some  of  the  finer  and  correcter 
parts  of  their  anticipations  would  vanish.  They 
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are  like  the  sensible  lady  to  whom  Coleridge  said, 
"Madam,  I  accept  your  conclusion,  but  you  must  let 
me  find  the  logic  for  it."  Men  of  business  can  no 
more  put  into  words  much  of  what  guides  their  life 
than  they  could  tell  another  person  how  to  speak 
their  language.  And  so  the  "theory  of  business" 
leads  a  life  of  obstruction,  because  theorists  do  not 
see  the  business  and  the  men  of  business  will  not 
reason  out  the  theories :  far  from  wondering  that 
such  a  science  is  not  completely  perfect,  we  should 
rather  wonder  that  it  exists  at  all. 

Something  has  been  done  to  lessen  the  difficulty 
by  statistics ;  these  give  tables  of  facts  which  help 
theoretical  writers  and  keep  them  straight  :  but  the 
cure  is  not  complete.  Writers  without  experience  of 
trade  are  always  fancying  that  these  tables  mean 
something  more  than,  or  something  different  from, 
that  which  they  really  mean.  A  table  of  prices,  for 
example,  seems  an  easy  and  simple  thing  to  under- 
stand, and  a  whole  literature  of  statistics  assumes 
that  simplicity ;  but  in  fact  there  are  many  difficult- 
ies. At  the  outset  there  is  a  difference  between  the 
men  of  theory  and  the  men  of  practice.  Theorists 
take  a  table  of  prices  as  facts  settled  by  unalterable 
laws :  a  stock-broker  will  tell  you  such  prices  can 
be  "made,"  —  in  actual  business  such  is  his  constant 
expression ;  if  you  ask  him  what  is  the  price  of 
such  a  stock,  he  will  say,  if  it  be  a  stock  at  all  out 
of  the  common,  "I  do  not  know,  sir:  I  will  go  on 
to  the  market  and  get  them  to  make  me  a  price." 
And  the  following  passage  from  the  Eeport  of  the 
late  Foreign  Loans  Committee  shows  what  sort  of 
process  "making"  a  price  sometimes  is:  — 

"Immediately,"  they  say,  "after  the  publication  of  the  pro- 
spectus,"—  the  case  is  that  of  the  Honduras  Loan,  —  "and  before 
any  allotment  was  made,  M.  Lefevre  authorized  extensive  pur- 
chases and  sales  of  loans  on  his  behalf ;  brokers  were  employed  by 
him  to  deal  in  the  manner  best  calculated  to  maintain  the  price  of 
the  stock ;  the  brokers  so  employed,  instructed  jobbers  to  purchase 
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the  stock  when  the  market  required  to  be  strengthened,  and  to 
sell  it  if  the  market  was  sufficiently  firm.  In  consequence  of  the 
market  thus  created,  dealings  were  carried  on  to  a  very  large 
amount :  fifty  or  a  hundred  men  were  in  the  market  dealing  with 
each  other  and  the  brokers  all  round  ;  one  jobber  had  sold  the 
loan  (£2,500,000)  once  over." 

Much  money  was  thus  abstracted  from  credulous 
rural  investors  ;  and  I  regret  to  say  that  book  statists 
are  often  equally,  though  less  hurtfully,  deceived. 
They  make  tables  in  which  artificial  prices  run  side 
by  side  with  natural  ones ;  in  which  the  price  of  an 
article  like  Honduras  scrip,  which  can  be  indefinitely 
manipulated,  is  treated  just  like  the  price  of  consols, 
which  can  scarcely  be  manipulated  at  all.  In  most 
cases  it  never  occurs  to  the  maker  of  the  table  that 
there  could  be  such  a  thing  as  an  artificial  —  a  mala 
fide  —  price  at  all ;  he  imagines  all  prices  to  be 
equally  straightforward.  Perhaps,  however,  this  may 
be  said  to  be  an  unfair  sample  of  price  difficulties, 
because  it  is  drawn  from  the  Stock  Exchange,  the 
most  complex  market  for  prices  :  and  no  doubt  the 
Stock  Exchange  has  its  peculiar  difficulties,  of  which 
I  certainly  shall  not  speak  lightly ;  but  on  the  other 
hand,  in  one  cardinal  respect  it  is  the  simplest  of 
markets,  —  there  is  no  question  in  it  of  the  physical 
quality  of  commodities.  One  Turkish  bond  of  1858 
is  as  good  or  bad  as  another,  one  ordinary  share  in 
a  railway  exactly  the  same  as  any  other  ordinary 
share ;  but  in  other  markets  each  sample  differs  in 
quality,  and  it  is  a  learning  in  each  market  to  judge 
of  qualities,  so  many  are  they  and  so  fine  their 
gradations.  Yet  mere  tables  do  not  tell  this,  and  can- 
not tell  it.  Accordingly,  in  a  hundred  cases  you  may 
see  "prices"  compared  as  if  they  were  prices  of  the 
same  thing,  when  in  fact  they  are  prices  of  differ- 
ent things.  The  Gazette  average  of  corn  is  thus 
compared  incessantly,  yet  it  is  hardly  the  price  of  the 
same  exact  quality  of  corn  in  any  two  years ;  it  is 
an  average  of  all  the  prices  in  all  the  sales  in  all 
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the  markets.  But  this  year  the  kind  of  corn  mostly 
sold  may  be  very  superior,  and  last  year  very  infe- 
rior ;  yet  the  tables  compare  the  two  without  noticing 
the  difficulty.  And  when  the  range  of  prices  runs 
over  many  years,  the  figures  are  even  more  treach- 
erous, for  the  names  remain  while  the  quality  —  the 
thing  signified  —  is  changed;  and  of  this,  persons  not 
engaged  in  business  have  no  warning.  Statistical  ta- 
bles, even  those  which  are  most  elaborate  and  careful, 
are  not  substitutes  for  an  actual  cognizance  of  the 
facts;  they  do  not,  as  a  rule,  convey  a  just  idea  of 
the  movements  of  a  trade  to  persons  not  in  the  trade. 

It  will  be  asked,  Why  do  you  frame  such  a  sci- 
ence, if  from  its  nature  it  is  so  difficult  to  frame  it  ? 
The  answer  is,  that  it  is  necessary  to  frame  it,  or  we 
must  go  without  important  knowledge.  The  facts  of 
commerce,  especially  of  the  great  commerce,  are  very 
complex ;  some  of  the  most  important  are  not  on  the 
surface,  some  of  those  most  likely  to  confuse  are  on 
the  surface  :  if  you  attempt  to  solve  such  problems 
without  some  apparatus  of  method,  you  are  as  sure  to 
fail  as  if  you  try  to  take  a  modern  military  fortress  — 
a  Metz  or  a  Belf ort  —  by  common  assault ;  you  must 
have  guns  to  attack  the  one,  and  method  to  attack 
the  other. 

The  way  to  be  sure  of  this  is,  to  take  a  few  new 
problems,  such  as  are  forever  presented  by  investiga- 
tion and  life,  and  to  see  what  by  mere  common-sense 
we  can  make  of  them.  For  example,  it  is  said  that 
the  general  productiveness  of  the  earth  is  less  or 
more  in  certain  regular  cycles,  corresponding  with 
perceived  changes  in  the  state  of  the  sun :  what 
would  be  the  effect  of  this  cyclical  variation  in  the 
efficiency  of  industry  upon  commerce?  Some  hold- 
and  as  I  think,  hold  justly  —  that,  extraordinary  as  it 
may  seem,  these  regular  changes  in  the  sun  have 
much  to  do  with  the  regular  recurrence  of  difficult 
times  in  the  money  market.  What  common-sense 
would  be  able  to  answer  these  questions  ?  Yet  we 
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may  be  sure  that  if  there  be  a  periodical  series  of 
changes  in  the  yielding  power  of  this  planet,  that 
series  will  have  many  consequences  on  the  industry 
of  men,  whether  those  which  have  been  suggested 
or  others. 

Or  to  take  an  easier  case,  who  can  tell  without 
instruction  what  is  likely  to  be  the  effect  of  the  new 
loans  of  England  to  foreign  nations  ?  We  press 
upon  half-finished  and  half-civilized  communities  in- 
calculable sums ;  we  are  to  them  what  the  London 
money-dealers  are  to  students  at  Oxford  and  Cam- 
bridge. We  enable  these  communities  to  read  in 
every  newspaper  that  they  can  have  ready  money, 
almost  of  any  amount,  on  "  personal  security."  No 
incipient  and  no  arrested  civilizations  ever  had  this 
facility  before ;  what  will  be  the  effect  on  such  civ- 
ilizations now,  no  untutored  mind  can  say. 

Or  again  :  Since  the  Franco-German  war  an  im- 
mense sum  of  new  money  has  come  to  England ; 
England  has  become  the  settling-place  of  international 
bargains  much  more  than  it  was  before  :  but  whose 
mind  could  divine  the  effect  of  such  a  change  as 
this,  except  it  had  a  professed-  science  to  help  it  ? 

There  are  indeed  two  suggested  modes  of  inves- 
tigation, besides  our  English  political  economy  and 
competing  with  it.  One  is  the  Enumerative — or 
if  I  may  coin  such  a  word,  the  "All-Case" — method. 
One  school  of  theorists  say  —  or  assume  oftener  than 
they  say  —  that  you  should  have  a  "complete  expe- 
rience"; that  you  should  accumulate  all  the  facts  of 
these  subjects  before  you  begin  to  reason.  A  very 
able  German  writer  has  said  in  the  Fortnightly 
Review*  of  a  great  economical  topic,  banking:  — 

"I  venture  to  suggest  that  there  is  but  one  way  of  arriving 
at  such  knowledge  and  truth  ; "  —  that  is,  absolute  truth  and  full 
knowledge — "namely,  a  thorough  investigation  of  the  facts  of  the 
case.  By  'the  facts,'  I  mean  not  merely  such  facts  as  present 
themselves  to  so-called  practical  men  in  the  common  routine  of 


*  September,  1873.     Gustav  Cohn,  "History  and  Present  State  of  Political 
Economy  in  Germany." 
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business,  but  the  facts  which  a  complete  historical  and  statistical 
inquiry  would  develop.  When  such  a  work  shall  have  been  ac- 
complished, German  economists  may  boast  of  having  mastered  the 
principles  of  banking ;  that  is  to  say,  of  German  banking,  but  not 
even  then  of  banking  in  general.  To  set  forth  principles  of  bank- 
ing in  general,  it  will  be  necessary  to  master  in  the  same  way  the 
facts  of  English,  Scotch,  French,  and  American  banking,  —  of  bank- 
ing, in  short,  in  every  country  where  banking  exists."  "The  only," 
he  afterwards  continues,  ' '  but  let  us  add  also,  the  safe  ground  of 
hope  for  political  economy  is,  following  Bacon's  exhortation,  to  re- 
commence afresh  the  whole  work  of  economic  inquiry.*  In  what 
condition  would  chemistry,  physics,  geology,  zoology  be,  and  the 
other  branches  of  natural  science  which  have  yielded  such  prodigious 
results,  if  their  students  had  been  content  to  spin  chains  of  deduction 
from  the  assumptions  and  speculations  of  the  last  century  ? " 

But  the  reply  is,  that  the  method  which  Mr.  Cohn 
suggests  was  tried  in  physical  science  and  failed. 
And  it  is  very  remarkable  that  he  should  not  have 
remembered  it  as  he  speaks  of  Lord  Bacon  ;  for  the 
method  which  he  suggests  is  exactly  that  which  Lord 
Bacon  himself  followed,  and  owing  to  the  mistaken 
nature  of  which  he  discovered  nothing.  The  inves- 
tigation into  the  nature  of  heat  in  the  "Novum 
Organum"  is  exactly  such  a  collection  of  facts  as 
Mr.  Cohn  suggests ;  but  nothing  comes  of  it.  As 
Mr.  Jevons  well  says,  Lord  Bacon's  "notion  of  sci- 
entific method  was  that  of  a  kind  of  scientific  book- 
keeping: facts  were  to  be  indiscriminately  gathered 
from  every  source,  and  posted  in  a  kind  of  ledger, 
from  which  would  emerge  in  time  a  clear  balance  of 
truth.  It  is  difficult  to  imagine  a  less  likely  way 
of  arriving  at  great  discoveries."  f  And  yet  it  is  pre- 
cisely that  from  which,  mentioning  Bacon's  name  but 
not  forewarned  by  his  experience,  Mr.  Cohn  hopes  to 
make  them. 

The    real    plan    that    has    answered    in    physical 
science  is  much   simpler.     The   discovery  of  a  law  of 


*"  There  remains  the  sole  safety  and  health,  that  the  entire  work  be 
recommenced  as  a  whole." — Preface  to  the  "Novum  Organum." 

t" Principles  of  Science,"  Vol.  ii.,  page  220.  Of.  De  Morgan's  "Budget  of 
Paradoxes,"  page  56:  —  "What  are  large  collections  of  facts  for?  To  make 
theories  from,  says  Bacon  ;  to  try  ready-made  theories  %,  says  the  history 
of  discovery :  it's  all  the  same,  says  the  idolater ;  nonsense,  say  we ! " 
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nature  is  very  like  the  discovery  of  a  murder  :  in  the 
one  case  you  arrest  a  suspected  person,  and  in  the 
other  you  isolate  a  suspected  cause.  When  Newton, 
by  the  fall  of  the  apple  or  something  else,  was  led  to 
think  that  the  attraction  of  gravitation  would  account 
for  the  planetary  motions,  he  took  that  cause  by  it- 
self, traced  out  its  effects  by  abstract  mathematics, 
and  so  to  say,  found  it  "guilty," — he  discovered  that 
it  would  produce  the  phenomenon  under  investigation. 
In  the  same  way  geology  has  been  revolutionized  in 
our  own  time  by  Sir  Charles  Lyell :  he  for  the  first 
time  considered  the  effects  of  one  particular  set  of 
causes  by  themselves ;  he  showed  how  large  a  body 
of  facts  could  be  explained  on  the  hypothesis  "that 
the  forces  now  operating  upon  and  beneath  the  earth's 
surface"  are  "the  same  both  in  kind  and  degree 
as  those  which,  at  remote  epochs,  have  worked  out 
geological  changes."*  He  did  not  wait  to  begin  his 
inquiry  till  his  data  about  all  kinds  of  strata,  or  even 
about  any  particular  kind,  were  complete  :  he  took 
palpable  causes  as  he  knew  them,  and  showed  how 
many  facts  they  would  explain ;  he  spent  a  long 
and  most  important  life  in  fitting  new  facts  into  an 
abstract  and  youthful  speculation.  Just  so  in  an 
instance  which  has  made  a  literature  and  gone  the 
round  of  the  world :  Mr.  Darwin,  who  is  a  disciple 
of  Lyell,  has  shown  how  one  vera  causa,  "natural 
selection,"  would  account  for  an  immense  number 
of  the  facts  of  nature,  —  for  how  many,  no  doubt,  is 
controverted,  but  as  is  admitted,  for  a  very  large 
number;  and  this  he  showed  by  very  difficult  pieces 
of  reasoning,  which  very  few  persons  would  have 
thought  of,  and  which  most  people  found  at  first  not 
at  all  easy  to  comprehend.  The  process  by  which 
physical  science  has  become  what  it  is,  has  not  been 
that  of  discarding  abstract  speculations,  but  of  work- 
ing out  abstract  speculations.  The  most  important 
known  laws  of  nature,  the  laws  of  motion,  —  the 


*Preface  to  Tenth  Edition  of  "  Principles  of  Geology." 
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basis  of  the  figures  in  the  "Nautical  Almanack"  by 
which  every  ship  sails,  —  are  difficult  and  abstract 
enough,  as  most  of  us  found  to  our  cost  in  our  youth. 

There  is  no  doubt  a  strong  tendency  to  revolt 
against  abstract  reasoning  :  human  nature  has  a 
strong  "factish"  element  in  it.  The  reasonings  of 
the  "Principia"  are  now  accepted;  but  in  the  begin- 
ning they  were  "mere  crotchets  of  Mr.  Newton's," 
Flamsteed,  the  greatest  astronomical  discoverer  of  his 
day,  the  man  of  facts  par  excellence,  so  called  them. 
They  have  irresistibly  conquered ;  but  at  first  even 
those  most  conversant  with  the  matter  did  not 
believe  them.  I  do  not  claim  for  the  conclusions  of 
English  political  economy  the  same  certainty  as  for 
the  laws  of  motion  ;  but  I  say  that  the  method  by 
which  they  have  been  obtained  is  the  same,  and 
that  the  difference  in  the  success  of  the  two  investi- 
gations largely  comes  from  this, —  that  the  laws  of 
wealth  are  the  laws  of  a  most  complex  phenomenon 
which  you  can  but  passively  observe,  and  on  which 
you  cannot  try  experiments  for  science'  sake,  and 
that  the  laws  of  motion  relate  to  a  matter  on  which 
you  can  experiment,  and  which  is  comparatively 
simple  in  itself. 

And  to  carry  the  war  into  the  enemy's  country, 
I  say  also  that  the  method  proposed  by  Mr.  Cohn  — 
the  "All-Case"  method  —  is  impossible.  When  I  read 
the  words  "all  the  facts  of  English  banking,"  I 
cannot  but  ask,  Of  what  facts  is  Mr.  Cohn  thinking  ? 
Banking  in  England  goes  on  growing,  multiplying, 
and  changing,  as  the  English  people  itself  goes  on 
growing,  multiplying,  and  changing.  The  facts  of 
it  are  one  thing  to-day  and  another  to-morrow  ;  nor 
at  one  moment  does  any  one  know  them  completely. 
Those  who  best  know  many  of  them  will  not  tell  them 
or  hint  them  ;  gradually  and  in  the  course  of  years 
they  separately  come  to  light,  and  by  the  time  they 
do  so,  for  the  most  part,  another  crop  of  unknown 
ones  has  accumulated.  If  we  wait  to  reason  till  the 
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"facts"  are  complete,  we  shall  wait  till  the  human 
race  has  expired.  I  think  that  Mr.  Cohn,  and  those 
who  think  with  him,  are  too  "bookish"  in  this  mat- 
ter: they  mean,  by  "having  all  the  'facts'  before 
them,"  having  all  the  printed  facts,  all  the  statistical 
tables  ;  but  what  has  been  said  of  nature  is  true  of 
commerce:  —  "Nature,"  says  Sir  Charles  Lyell,  "has 
made  it  no  part  of  her  concern  to  provide  a  record 
of  her  operations  for  the  use  of  men ; "  nor  does 
trade  either,  —  only  the  smallest  of  fractions  of  actual 
transactions  is  set  down  so  that  investigation  can 
use  it.  Literature  has  been  called  the  "fragment  of 
fragments";  and  in  the  same  way  statistics  are  the 
"scrap  of  scraps."  In  real  life  scarcely  any  one 
knows  more  than  a  small  part  of  what  his  neighbor 
is  doing,  and  he  scarcely  makes  public  /any  of  that 
little,  or  of  what  he  does  himself.  A  complete  record 
of  commercial  facts,  or  even  of  one  kind  of  such  facts, 
is  the  completest  of  dreams  ;  you  might  as  well  hope 
for  an  entire  record  of  human  conversation. 

There  is  also  a  second  antagonistic  method  to 
that  of  English  political  economy,  which  by  contrast 
I  will  call  the  "Single-Case"  method.  It  is  said  that 
you  should  analyze  each  group  of  facts  separately ; 
that  you  should  take  the  panic  of  1866  separately,  and 
explain  it ;  or  at  any  rate,  the  whole  history  of  Lom- 
bard Street  separately,  and  explain  it.  And  this  is 
very  good  and  very  important,  but  it  is  no  substitute 
for  a  preliminary  theory  :  you  might  as  well  try  to 
substitute  a  corollary  for  the  proposition  on  which  it 
depends.  The  history  of  a  panic  is  the  history  of  a 
confused  conflict  of  many  causes  ;  and  unless  you 
know  what  sort  of  effect  each  cause  is  likely  to  pro- 
duce, you  cannot  explain  any  part  of  what  happens, 
-it  is  trying  to  explain  the  bursting  of  a  boiler 
without  knowing  the  theory  of  steam.  Any  history 
of  similar  phenomena  like  those  of  Lombard  Street 
could  not  be  usefully  told  unless  there  was  a  con- 
siderable accumulation  of  applicable  doctrine  before 
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existing:  you  might  as  well  try  to  write  the  "life" 
of  a  ship,  making  as  you  went  along  the  theory  of 
naval  construction,  —  clumsy  dissertations  would  run 
all  over  the  narrative,  and  the  result  would  be  a  per- 
fect puzzle. 

I  have  been  careful  not  to  use  in  this  discussion 
of  methods  the  phrase  which  is  oftenest  used,  viz,, 
the  "Historical"  method,  because  there  is  an  excess- 
ive ambiguity  in  it.  Sometimes  it  seems  what  I  have 
called  the  ." Enumerative "  or  "All-Case"  method, 
sometimes  the  "  Single-Case "  method,  a  most  con- 
fusing double  meaning,  for  by  the  mixture  of  the 
two  the  mind  is  prevented  from  seeing  the  defects 
of  either ;  and  sometimes  it  has  other  meanings,  with 
which,  as  I  shall  show,  I.  have  no  quarrel,  but  rather 
much  sympathy.  Rightly  conceived,  the  Historical 
method  is  no  rival  to  the  abstract  method  rightly 
conceived  ;  but  I  shall  be  able  to  explain  this  better 
and  less  tediously  at  the  end  of  these  papers  than 
I  can  at  the  beginning. 

This  conclusion  is  confirmed  by  a  curious  circum- 
stance :  at  the  very  moment  that  our  political  econ- 
omy is  objected  to  in  some  quarters  as  too  abstract, 
in  others  an  attempt  is  made  to  substitute  for  it  one 
which  is  more  abstract  still.  Mr.  Stanley  Jevons,  and 
M.  Walras  of  Lausanne,  without  communication  and 
almost  simultaneously,  have  worked  out  a  "mathe- 
matical "  theory  of  political  economy  ;  and  any  one 
who  thinks  what  is  ordinarily  taught  in  England 
objectionable  because  it  is  too  little  concrete  in  its 
method,  and  looks  too  unlike  life  and  business,  had 
better  try  the  new  doctrine,  which  he  will  find  to  be 
much  worse  on  these  points  than  the  old. 

But  I  shall  be  asked,  Do  you  then  say  that  English 
political  economy  is  perfect  ?  Surely  it  is  contrary 
to '  reason  that  so  much  difficulty  should  be  felt  in 
accepting  a  real  science  properly  treated.  At  the  first 
beginning,  no  doubt,  there  are  difficulties  in  gaining 
a  hearing  for  all  sciences ;  but  English  political 
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economy  has  long  passed  out  of  its  first  beginning : 
surely,  if  there  were  not  some  intrinsic  defect,  it 
would  have  been  firmly  and  coherently  established, 
just  as  others  are. 

In  this  reasoning  there  is  evident  plausibility ; 
and  I  answer  that  in  my  judgment,  there  are  three 
defects  in  the  mode  in  which  political  economy  has 
been  treated  in  England,  which  have  prevented  people 
from  seeing  what  it  really  is  and  from  prizing  it  at 
its  proper  value. 

First.  It  has  often  been  put  forward,  not  as  a 
theory  of  the  principal  causes  affecting  wealth  in 
certain  societies,  but  as  a  theory  of  the  principal, 
sometimes  even  of  all,  the  causes  affecting  wealth 
in  every  society  :  and  this  has  occasioned  many  and 
strong  doubts  about  it.  Travelers  fresh  from  the 
sight  and  historians  fresh  from  the  study  of  peculiar 
and  various  states  of  society,  look  with  dislike  and 
disbelief  on  a  single  set  of  abstract  propositions 
which  claim,  as  they  think,  to  be  applicable  to  all 
such  societies,  and  to  explain  a  most  important  part 
of  most  of  them.  I  cannot  here  pause  to  say  how 
far  particular  English  economists  have  justified  this 
accusation  ;  I  only  say  that  taking  the  whole  body 
of  them,  there  is  much  ground  for  it,  and  that  in  al- 
most every  one  of  them  there  is  some  ground.  No 
doubt  almost  every  one — every  one  of  importance  — 
has  admitted  that  there  is  a  "friction"  in  society 
which  counteracts  the  effect  of  the  causes  treated  of  : 
but  in  general  they  leave  their  readers  with  the  idea 
that  after  all,  this  friction  is  but  subordinate ;  that 
probably  in  the  course  of  years  it  may  be  neglected  ; 
and  at  any  rate,  that  the  causes  assigned  in  the 
science  of  political  economy,  as  they  treat  it,  are 
the  main  and  principal  ones.  Now,  I  hold  that  these 
causes  are  only  the  main  ones  in  a  Single  kind 
of  society,  —  a  society  of  grown-up  competitive  com- 
merce, such  as  we  have  in  England  ;  that  it  is  only 
in  such  societies  that  the  other  and  counteracting 
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forces  can  be  set  together  under  the  minor  head  of 
"friction,"  but  that  in  other  societies  these  other 
causes  —  in  some  cases  one  and  in  some  another  — 
are  the  most  effective  ones,  and  that  the  greatest 
confusion  arises  if  you  try  to  fit  on  -uneconomical 
societies  the  theories  only  true  of,  and  only  proved  as 
to,  economical  ones.  In  my  judgment  we  need,  not 
that  the  authority  of  our  political  economy  should  be 
impugned,  but  that  it  should  be  minimized;  that  we 
should  realize  distinctly  where  it  is  established,  and 
where  not  ;  that  its  sovereignty  should  be  upheld,  but 
its  frontiers  marked  :  and  until  this  is  done,  I  am  sure 
that  there  will  remain  the  same  doubt  and  hesitation 
in  many  minds  about  the  science  that  there  is  now. 

Secondly.  I  think  in  consequence  of  this  defect  of 
conception,  economists  have  been  far  more  abstract, 
and  in  consequence  much  more  dry,  than  they  need 
have  been.  If  they  had  distinctly  set  before  them- 
selves that  they,  were  dealing  only  with  the  causes 
of  wealth  in  a  single  set  of  societies,  they  might 
have  effectively  pointed  their  doctrines  with  facts 
from  those  societies ;  but  so  long  as  the  vision  of 
universal  theory  vaguely  floated  before  them,  the}r 
shrank  from  particular  illustrations.  Real  societies 
are  plainly  so  many  and  so  unlike  that  an  instance 
from  one  kind  does  not  show  that  the  same  thing 
exists  in  other  societies,  —  it  rather  raises  in  the  mind 
a  presumption  that  it  does  not  exist  there ;  and 
therefore  speculators  aiming  at  an  all-embracing 
doctrine  refrain  from  telling  cases,  because  those 
cases  are  apt  to  work  in  unexpected  ways,  and  to 
raise  up  the  image  not  only  of  the  societies  in  which 
the  tenet  illustrated  is  true,  but  also  of  the  opposite 
group  in  which  it  is  false, 

Thirdly.  It  is  also  in  consequence,  as  I  imagine, 
of  this  defective  conception  of  their  science,  that 
English  economists  have  not  been  as  fertile  as  they 
should  have  been  in  verifying  it.  They  have  been  too 
content  to  remain  in  the  ''abstract/'  and  to  shrink 
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from  concrete  notions,  because  they  could  not  but  feel 
that  many  of  the  most  obvious  phenomena  of  many 
nations  did  not  look  much  like  their  abstractions : 
whereas  in  the  societies  with  which  the  science  is 
really  concerned,  an  almost  infinite  harvest  of  verifi- 
cation was  close  at  hand,  ready  to  be  gathered  in ; 
and  because  it  has  not  been  used,  much  confidence 
in  the  science  has  been  lost,  and  it  is  thought  "to  be 
like  the  stars,  which  give  no  good  light  because  they 
are  so  high." 

Of  course  this  reasoning  implies  that  the  bound- 
aries of  this  sort  of  political  economy  are  arbitrary, 
and  might  be  fixed  here  or  there  ;  but  this  is  already 
implied  when  it  is  said  that  political  economy  is  an 
abstract  science.  All  abstractions  are  arbitrary  :  they 
are  more  or  less  convenient  fictions  made  by  the 
mind  for  its  own  purposes.  An  abstract  idea  means 
a  concrete  fact  or  set  of  facts  minus  something 
thrown  away.  The  fact  or  set  of  facts  were  made 
by  nature ;  but  how  much  you  will  throw  aside  of 
them  and  how  much  you  will  keep  for  consideration 
you  settle  for  yourself.  There  may  be  any  number 
of  political  economies,  according  as  the  subject  is 
divided  off.  in  one  way  or  in  another ;  and  in  this 
way  all  may  be  useful  if  they  do  not  interfere  with 
one  another,  or  attempt  to  rule  further  than  they  are 
proved. 

The  particular  political  economy  which  I  have 
been  calling  the  "English  political  economy"  is  that 
of  which  the  first  beginning  was  made  by  Adam 
Smith  ;  but  what  he  did  was  much  like  the  rough 
view  of  the  first  traveler  who  discovers  a  country,— 
he  saw  some  great  outlines  well,  but  he  mistook  oth- 
ers and  left  out  much.  It  was  Ricardo  who  made  the 
first  map  ;  who  reduced  the  subjects  into  consecutive 
shape,  and  constructed  what  you  can  call  a  science. 
Few  greater  efforts  of  mind  have  been  made,  and 
not  many  have  had  greater  fruits.  From  Ricardo  the 
science  passed  to  a  whole  set  of  minds,  —  James  Mill, 
VOL.  V.— 17 
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Senior,  Torrens,  MacCulloch,  and  others,  who  busied 
themselves  with  working  out  his  ideas,  with  elabor- 
ating and  with  completing  them.  For  five-and-twenty 
years  the  English  world  was  full  of  such  discussions. 
Then  Mr.  J.  S.  Mill— the  Mr.  Mill  whom  the  present 
generation  know  so  well,  and  who  has  had  so  much 
influence  —  shaped  with  masterly  literary  skill  the 
confused  substance  of  those  discussions  into  a  com- 
pact whole.  He  did  not  add  a  great  deal  which  was 
his  own,  and  some  of  what  is  due  to  him  does  not 
seem  to  me  of  great  value  ;  but  he  pieced  the  sub- 
jects together,  showed  where  what  one  of  his  prede- 
cessors had  done  had  fitted  on  to  that  of  another,  and 
adjusted  this  science  to  other  sciences  according  to 
the  notions  of  that  time.  To  many  students  his  book 
is  the  Alpha  and  Omega  of  political  economy  ;  they 
know  little  of  what  was  before,  and  imagine  little 
which  can  come  after  in  the  way  of  improvement. 
But  it  is  not  given  to  any  writer  to  occupy  such  a 
place  :  Mr.  Mill  would  have  been  the  last  to  claim 
it  for  himself ;  he  well  knew  that  taking  his  own 
treatise  as  the  standard,  what  he  added  to  political 
economy  was  not  a  ninth  of  what  was  due  to  Ricardo, 
and  that  for  much  of  what  is  new  in  his  book  he  was 
rather  the  secretaire  de  la  redaction,  expressing  and 
formulating  the  current  views  of  a  certain  world, 
than  producing  by  original  thought  from  his  own 
brain.  And  his  remoteness  from  mercantile  life,  and 
I  should  say  his  enthusiastic  character,  eager  after 
things  far  less  sublunary  than  money,  made  him 
little  likely  to  give  finishing  touches  to  a  theory  of 
"the -great  commerce."  In  fact,  he  has  not  done  so  : 
much  yet  remains  to  be  done  in  it,  as  in  all  sciences. 
Mr.  Mill,  too,  seems  to  me  open  to  the  charge  of 
having  widened  the  old  political  economy  either  too 
much  or  not  enough.  If  it  be,  as  I  hold,  a  theory 
proved  of  and  applicable  to  particular  societies  only, 
much  of  what  is  contained  in  Mr.  Mill's  book  should 
not  be  there ;  if  it  is,  on  the  contrary,  a  theory 
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holding  good  for  all  societies  as  far  as  they  are  con- 
cerned with  wealth,  much  more  ought  to  be  there, 
and  much  which  is  there  should  be  guarded  and 
limited.  English  political  economy  is  not  a  finished 
and  completed  theory,  but  the  first  lines  of  a  great 
analysis  which  has  worked  out  much,  but  which  still 
leaves  much  unsettled  and  unexplained. 

There  is  nothing  capricious,  we  should  observe, 
in  this  conception  of  political  economy ;  nor,  though 
it  originated  in  England,  is  there  anything  specially 
English  in  it.  It  is  the  theory  of  commerce,  as 
commerce  tends  more  and  more  to  be  when  capital 
increases  and  competition  grows.  England  was  the 
first  —  or  one  of  the  first  —  countries  to  display  these 
characteristics  in  such  vigor  and  so  isolated  as  to  sug- 
gest a  separate  analysis  of  them ;  but  as  the  world 
goes  on,  similar  characteristics  are  being  evolved  in 
one  society  after  another.  A  similar  money  market, 
a  similar  competing  trade  based  on  large  capital, 
gradually  tends  to  arise  in  all  countries.  As  "men 
of  the  world"  are  the  same  everywhere,  so  the  great 
commerce  is  the  same  everywhere.  Local  peculiari- 
ties and  ancient  modifying  circumstances  fall  away 
in  both  cases ;  and  it  is  of  this  one  and  uniform 
commerce,  which  grows  daily,  and  which  will  grow, 
according  to  every  probability,  more  and  more,  that 
English  political  economy  aspires  to  be  the  explana- 
tion. 

And  our  political  economy  does  not  profess  to 
prove  this  growing  world  to  be  a  good  world,  far  less 
to  be  the  best.  Abroad,  the  necessity  of  contesting 
socialism  has  made  some  writers  use  the  conclusions 
brought  out  by  our  English  science  for  that  object ; 
but  the  aim  of  that  science  is  far  more  humble, — 
it  says,  "  These  and  these  forces  produce  these  and 
these  effects,"  and  there  it  stops.  It  does  not  profess 
to  give  a  moral  judgment  on  either;  it  leaves  it  for 
a  higher  science,  and  one  yet  more  difficult,  to  pro- 
nounce what  ought  and  what  ought  not  to  be. 
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The  first  thing  to  be  done  for  English  political 
economy,  as  I  hold,  is  to  put  its  aim  right.  So  long 
as  writers  on  it  do  not  clearly  see,  and  as  readers  do 
not  at  all  see,  the  limits  of  what  they  are  analyzing, 
the  result  will  not  satisfy  either.  The  science  will 
continue  to  seem  what  to  many  minds  it  seems  now, 
—  proved,  perhaps,  but  proved  in  nubibus ;  true,  no 
doubt,  somehow  and  somewhere,  but  that  somewhere 
a  terra  incognita,  and  that  somehow  an  unknown 
quantity.  As  a  help  in  this  matter,  I  propose  to  take 
the  principal  assumptions  of  political  economy  one  by 
one,  and  to  show  —  not  exhaustively,  for  that  would 
require  a  long  work,  but  roughly  —  where  each  is 
true  and  where  it  is  not.  We  shall  then  find  that 
our  political  economy  is  not  a  questionable  thing  of 
unlimited  extent,  but  a  most  certain  and  useful  thing 
of  limited  extent.  By  marking  the  frontier  of  our 
property  we  shall  learn  its  use,  and  we  shall  have  a 
positive  and  reliable  basis  for  estimating  its  value. 


L  —  THE  TRANSFERABILITY  OF  LABOR. 

THE  first  assumption  which  I  shall  take  is  that  which 
is  perhaps  oftener  made  in  our  economical  reasonings 
than  any  other;  namely,  that  labor  (masculine  labor, 
I  mean)  and  capital  circulate  readily  within  the  limits 
of  a  nation  from  employment  to  employment,  leaving 
that  in  which  the  remuneration  is  smaller  and  going 
to  that  in  which  it  is  greater.  No  assumption  can 
be  better  founded  as 'respects  such  a  country  as  Eng- 
land, in  such  an  economical  state  as  our  present  one. 
A  rise  in  the  profits  of  capital  in  any  trade  brings 
more  capital  to  it  with  us  nowadays  —  I  do  not 
say  quickly,  for  that  would  be  too  feeble  a  word,  but 
almost  instantaneously.  If  owing  to  a  high  price  of 
corn  the  corn  trade  on  a  sudden  becomes  more  profit- 
able than  usual,  the  bill  cases  of  bill-brokers  and 
bankers  are  in  a  few  days  stuffed  with  corn  bills  ; 
that  is  to  say,  the  free  capital  of  the  country  is,  by 
the  lending  capitalists,  the  bankers  and  bill-brokers, 
transmitted  where  it  is  most  wanted.  When  the  price 
of  coal  and  iron  rose  rapidly  a  few  years  since,  so 
much  capital  was  found  to  open  new  mines  and  to 
erect  new  furnaces  that  the  profits  of  the  coal  and 
iron  trades  have  not  yet  recovered  it.  In  this  case 
the  influence  of  capital  attracted  by  high  profits  was 
not  only  adequate,  but  much  more  than  adequate  ; 
instead  of  reducing  these  profits  only  to  an  average 
level,  it  reduced  them  below  that  level :  and  this 
happens  commonly,  for  the  speculative  enterprise 
which  brings  in  the  new  capital  is  a  strong,  eager, 
and  rushing  force,  and  rarely  stops  exactly  where  it 
should.  Here  and  now  a  craving  for  capital  in  a 

(261) 
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trade  is  almost  as  sure  to  be  followed  by  a  plethora 
of  it  as  winter  to  be  followed  by  summer.  Labor 
does  not  flow  so  quickly  from  pursuit  to  pursuit,  for 
man  is  not  so  easily  moved  as  money ;  but  still  it 
moves  very  quickly.  Patent  statistical  facts  show 
what  we  may  call  "the  tides"  of  our  people.  Between 
the  years  shown  by  the  last  census  [es],  the  years  1861 
and  1871,  the  population  of- 

The  Northern  counties  increased  23  per  cent. 
Yorkshire  "          19        " 

Northwestern  counties        "          14        " 
London  "          16        " 

While  that  of- 

The  Southwestern  counties  only  increased  2  per  cent. 
Eastern  ""  "          7        " 

North  Midland  "  "          9         " 

though  the  fertility  of  marriages  is  equal.  The  set 
of  labor  is  steadily  and  rapidly  from  the  counties 
where  there  is  only  agriculture  and  little  to  be  made 
of  new  labor,  towards  those  where  there  are  many 
employments  and  where  much  is  to  be  made  of  it. 

No  doubt  there  are,  even  at  present  in  England, 
many  limitations  to  this  tendency,  both  of  capital 
and  of  labor,  which  are  of  various  degrees  of  impor- 
tance, and  which  need  to  be  considered  for  various 
purposes;  there  is  a  "friction":  but  still  it  is  only  a 
"friction";  its  resisting  power  is  mostly  defeated, 
and  at  a  first  view  need  not  be  regarded.  But  taking 
the  world,  present  and  past,  as  a  whole,  the  exact 
contrary  is  true  :  in  most  ages  and  countries  this  tend- 
ency has  been  not  victorious  but  defeated ;  in  some 
cases  it  can  scarcely  be  said  even  to  have  existed, 
much  less  to  have  conquered.  If  you  take  at  random 
a  country  in  history,  the  immense  chances  are  that 
you  will  find  this  tendency  either  to  be  altogether 
absent,  or  not  at  all  to  prevail  as  it  does  with  us  now. 
This  primary  assumption  of  our  political  economy  is 
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not  true  everywhere  and  always,  but  only  in  a  few 
places  and  a  few  times. 

The  truth  of  it  depends  on  the  existence  of  con- 
ditions which,  taken  together,  are  rarely  satisfied. 
Let  us  take  labor  first,  as  it  is  the  oldest  and  simplest 
of  the  two.  First,  there  must  be  "employments" 
between  which  labor  is  to  migrate ;  and  this  is  not 
true  at  all  of  the  primitive  states  of  society.  We 
are  used  to  a  society  which  abounds  in  felt  wants 
that  it  can  satisfy,  and  where  there  are  settled  combi- 
nations of  men  —  trades,  as  we  call  them  —  each  solely 
occupied  in  satisfying  some  one  of  them ;  but  in 
primitive  times  nothing  at  all  like  this  exists, — 
the  conscious  wants  of  men  are  few,  the  means  of 
supplying  them  still  fewer,  and  the  whole  society 
homogeneous,  one  man  living  much  as  another.  Civ- 
ilization is  a  shifting  mixture  of  many  colors ;  but 
barbarism  was  and  is  of  a  dull  monotony,  hardly 
varying  even  in  shade. 

A  picture  or  two  of  savage  tribes  brings  this  home 
to  the  mind  better  than  abstract  words.  Let  us  hear 
Mr.  Catlin's  description  of  a  favorite  North-American 
tribe,  with  which  he  means  us  to  be  much  pleased  :  — 

* '  The  Mandans,  like  all  other  tribes,  live  lives  of  idleness  and 
leisure ;  and  of  course  devote  a  great  deal  of  time  to  their  sports 
and  amusements,  of  which  they  have  a  great  variety.  Of  these 
dancing  is  one  of  the  principal,  and  may  be  seen  in  a  variety  of 
forms  ;  such  as  the  buffalo  dance,  the  boasting  dance,  the  begging 
dance,  the  scalp  dance,  and  a  dozen  other  kinds  of  dances,  all  of 
which  have  their  peculiar  characters  and  meanings  or  objects."* 

Then  he  describes  the  "starts  and  jumps"  of  these 
dances,  and  goes  on:  — 

"Buffaloes,  it  is  known,  are  a  sort  of  roaming  creatures  con- 
gregating occasionally  in  huge  masses,  and  strolling  away  about 
the  country  from  east  to  west  or  from  north  to  south,  or  just 
where  their  whims  or  strange  fancies  may  lead  them ;  and  the 
Mandans  are  sometimes  by  this  means  most  unceremoniously  left 

*"  North- American  Indians,"  Letter  18. 
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without  anything  to  eat,  and  .being  a  small  tribe,  and  unwilling  to 
risk  their  lives  by  going  far  from  home  in  the  face  of  their  more 
powerful  enemies,  are  oftentimes  left  almost  in  a  state  of  starva- 
tion. In  any  emergency  of  this  kind,  every  man  musters  and 
brings  out  of  his  lodge  his  mask  (the  skin  of  a  buffalo's  head  with 
the  horns  on),  which  he  is  obliged  to  keep  in  readiness  for  this 
occasion  ;  and  then  commences  the  buffalo  dance  of  which  I  have 
spoken,  which  is  held  for  the  purpose  of  making  'buffalo  come,' 
as  they  term  it,  —  of  inducing  the  buffalo  herds  to  change  the 
direction  of  their  wanderings,  and  bend  their  course  towards  the 
Mandan  village  and  graze  about  on  the  beautiful  hills  and  bluffs 
in  its  vicinity,  where  the  Mandans  can  shoot  them  down  and  cook 
them  as  they  want  them  for  food. 

"For  the  most  part  of  the  year  the  young  warriors  and 
hunters,  by  riding  out  a  mile  or  two  from  the  village,  can  kill 
meat  in  abundance  ;  and  sometimes  large  herds  of  these  animals 
may  be  seen  grazing  in  full  view  of  the  village.  There  are  other 
seasons  also  when  the  young  men  have  ranged  about  the  country 
as  far  as  they  are  willing  to  risk  their  lives  on  account  of  their 
enemies,  without  finding  meat.  This  sad  intelligence  is  brought 
back  to  the  chiefs  and  doctors,  who  sit  in  solemn  council  and  con- 
sult on  the  most  expedient  measures  to  be  taken,  until  they  are 
sure  to  decide  upon  the  old  and  only  expedient  which  never  has 
failed." 

This  is  the  buffalo  dance,  which  is  incessantly  contin- 
ued till  "buffalo  come,"  and  which  the  whole  village 
'by  relays  of  dancers  keeps  up  in  succession.  And 
when  the  buffaloes  are  seen, 

"there  is  then  a  brisk  preparation  for  the  chase;  a  grand  hunt 
takes  place ;  the  choicest  pieces  of  the  victims  are  sacrificed  to 
the  Great  Spirit,  and  then  a  surfeit  and  a  carouse.  These  dances 
have  sometimes  been  continued  in  this  village  two  and  three  weeks 
without  stopping  an  instant,  until  the  joyful  moment  when  buffaloes 
made  their  appearance.  So  they  'never  fail,'"* 

as  the  village  thinks,  to  bring  the  buffaloes  in. 

Such  is  the  mode  of  gaining  the  main  source  of 
existence,  without  which  the  tribe  would  starve.  And 
as  to  the  rest,  we  are  told:  —  "The  principal  occupa- 
tions of  the  women  in  this  village  consist  in  procur- 
ing wood  and  water,  in  cooking,  dressing  robes  and 

*Same  letter.    The  text  is  a  jumble  of  Bagehot,  Catlin,  and  blunders.  — ED. 
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other  'skins,  in  drying  meat  and  wild  fruit,  and  rais- 
ing corn  (maize)."* 

In  this  attractive  description  there  is  hardly  any 
mention  of  male  labor  at  all;  the  men  hunt,  fight, 
and  amuse  themselves,  and  the  women  do  all  the 
rest. 

And  in  the  lowest  form  of  savage  life,  in  the 
Stone  Age,  the  social  structure  must  have  been  still 
more  uniform,  for  there  were  still  less  means  to  break 
or  vary  it.  The  number  of  things  which  can  be  made 
with  a  flint  implement  is  much  greater  than  one 
would  have  imagined,  and  savages  made  more  things 
with  it  than  any  one  would  make  now ;  time  is 
nothing  in  the  savage  state,  and  protracted  labor,  even 
with  the  worst  instrument,  achieves  much,  especially 
when  there  are  no  other  means  of  achieving  anything  : 
but  there  is  no  formal  division  of  employments,  —  no 
cotton  trade,  no  iron  trade,  no  woolen  trade.  There 
are  beginnings  of  a  division,  of  course ;  but  as  a 
rule,  every  one  does  what  he  can  at  everything. 

In  much  later  times  the  same  uniformity  in  the 
structure  of  society  still  continues.  We  all  know  from 
childhood  how  simple  is  the  constitution  of  a  pastoral 
society :  as  we  see  it  in  the  Pentateuch,  it  consists  of 
one  family,  or  a  group  of  families,  possessing  flocks 
and  herds,  on  which  and  by  which  they  live ;  they 
have  no  competing  employments,  no  alternative  pur- 
suits. What  manufactures  there  are,  are  domestic, 
are  the  work  of  women  at  all  times,  and  of  men — of 
certain  men  —  at  spare  times.  No  circulation  of  labor 
is  then  conceivable,  for  there  is  no  circle;  there  is 
no  group  of  trades  round  which  to  go,  for  the  whole 
of  industry  is  one  trade. 

Many  agricultural  communities  are  exactly  similar. 
The  pastoral  communities  have  left  the  life  of  move- 
ment, which  is  essential  to  a  subsistence  on  the  flocks 
and  herds,  and  have  fixed  themselves  on  the  soil;  but 
they  have  hardly  done  more  than  change  one  sort  of 

*  Letter  17. 
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uniformity  for  another.  They  have  become  peasant 
proprietors,  —  combining  into  a  village,  and  holding 
more  or  le"ss  their  land  in  common,  but  having  no 
pursuit  worth  mentioning  except  tillage ;  the  whole 
of  their  industrial  energy  —  domestic  clothes-making 
and  similar  things  excepted  —  is  absorbed  in  that. 

No  doubt  in  happy  communities  a  division  of 
labor  very  soon  and  very  naturally  arises,  and  at 
first  sight  we  might  expect  that  with  it  a  circulation 
of  labor  would  begin  too :  but  an  examination  of 
primitive  society  does  not  confirm  this  idea ;  on 
the  contrary,  it  shows  that  a  main  object  of  the 
social  organization  which  then  exists,  is  to  impede  or 
prevent  that  circulation.  And  upon  a  little  thought 
the  reason  is  evident.  There  is  no  paradox  in  the 
notion  :  early  nations  were  not  giving  up  an  advan- 
tage which  they  might  have  had ;  the  good  which  we 
enjoy  from  the  circulation  of  labor  was  unattainable 
by  them ;  all  they  could  do  was  to  provide  a  substi- 
tute for  it,  —  a  means  of  enjoying  the  advantages  of 
the  division  of  labor  without  it,  —  and  this  they  did. 
We  must  carry  back  our  minds  to  the  circumstances 
of  primitive  society  before  we  can  comprehend  the 
difficulty  under  which  they  labored,  and  see  how  en- 
tirely it  differs  from  any  which  we  have  to  meet  now. 

A  free  circulation  of  labor  from  employment  to 
employment  involves  an  incessant  competition  between 
man  and  man,  which  causes  constant  quarrels,  - 
some  of  which,  as  we  see  in  the  daily  transactions 
of  trades-unions,  easily  run  into  violence  ;  and  also  a 
constant  series  of  new  bargains,  one  differing  from 
another,  some  of  which  are  sure  to  be  broken  or  said 
to  be  so,  which  makes  disputes  of  another  kind.  The 
peace  of  society  was  exposed  in  early  times  to  greater 
danger  from  this  source  than  now,  because  the  pass- 
ions of  men  were  then  less  under  control  than  now. 
In  the  "simple  and  violent  times,"  as  they  have 
been  well  called,  "which  we  read  of  in  our  Bibles," 
people  struck  one  another  and  people  killed  one 
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another  for  very  little  matters,  as  we  should  think 
them ;  and  the  most  efficient  counteractive  machinery 
which  now  preserves  that  peace,  then  did  not  exist. 
We  have  now  in  the  midst  of  us  a  formed,  elaborate, 
strong  government,  which  is  incessantly  laying  down 
the  best  rules  which  it  can  find  to  prevent  trouble 
under  changing  circumstances,  and  which  constantly 
applies  a  sharp  pervading  force  running  through 
society  to  prevent  and  punish  breaches  of  those  rules. 
We  are  so  familiar  with  the  idea  of  a  government 
inherently  possessing  and  daily  exercising  both  execu- 
tive and  legislative  power,  that  we  scarcely  com- 
prehend the  possibility  of  a  nation  existing  without 
them ;  but  if  we  attend  to  the  vivid  picture  given 
in  the  Book  of  Judges  of  an  early  stage  in  Hebrew 
society,  we  shall  see  that  there  was  then  absolutely 
no  legislative  power,  and  only  a  faint  and  intermit- 
tent executive  power.  The  idea  of  law-making,  the 
idea  of  making  new  rules  for  new  circumstances, 
would  have  been  as  incomprehensible  to  Gideon  or 
Abimelech  as  the  statutes  at  large  to  a  child  of  three 
years  old.  They  and  their  contemporaries  thought 
that  there  was  an  unalterable  law,  consecrated  by 
religion  and  confirmed  by  custom,  which  they  had  to 
obey ;  but  they  could  not  have  conceived  an  alteration 
of  it  except  as  an  act  of  wickedness,  —  a  worshiping 
of  Baal.  And  the  actual  coercive  power  available  for 
punishing  breaches  of  it  was  always  slight,  and  often 
broken:  one  "judge"  or  ruler  arises  after  another, 
sometimes  [one]  in  one  tribe  and  place  and  another 
in  another,  and  exercises  some  kind  of  jurisdiction, 
but  his  power  is  always  limited  ;  there  is  no  organiza- 
tion for  transmitting  it,  and  often  there  is  no  such 
person,  —  no  king  in  Israel  whatever. 

The  names  and  the  details  of  this  book  may  or 
may  not  be  historical,  but  its  spirit  is  certainly  true. 
The  peace  of  society  then  reposed  on  a  confused  sen- 
timent, in  which  respect  for  law  as  feuch  —  at  least 
law  in  our  usual  modern  sense  —  was  an  inconsiderable 
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element,  and  of  which  the  main  components  were  a 
coercive  sense  of  ingrained  usage,  which  kept  men 
from  thinking  what  they  had  not  before  thought 
and  from  doing  what  they  had  not  before  done  ;t  a 
vague  horror  that  something,  they  did  not  well  know 
what,  might  happen  if  they  did  so ;  a  close  religion 
which  filled  the  air  with  deities  who  were  known  by 
inherited  tradition,  and  who  hated  uninherited  ways  ; 
and  a  submission  to  local  opinion  inevitable  when 
family  and  tribe  were  the  main  props  of  life,  —  when 
there  really  was  "no  world  without  Verona's  walls,"* 
—  when  every  exile  was  an  outcast,  expelled  from 
what  was  then  most  natural,  and  scarcely  finding  an 
alternative  existence. 

No  doubt  this  sentiment  was  in  all  communities 
partially  reinforced  by  police ;  even  at  the  time  of 
the  "Judges"  there  were  no  doubt  "local  authorities/' 
as  we  should  now  say,  who  forcibly  maintained  some 
sort  of  order  even  when  the  central  power  was  weak- 
est. But  the  main  support  of  these  authorities  was 
the  established  opinion  :  they  had  no  military  to  call 
in,  no  exterior  force  to  aid  them ;  if  the  fixed  sen- 
timent of  the  community  was  not  strong  enough  to 
aid  them,  they  collapsed  and  failed.  But  that  fixed 
sentiment  would  have  been  at  once  weakened,  if  not 
destroyed,  by  a  free  circulation  of  labor,  which  is  a 
spring  of  progress  that  is  favorable  to  new  ideas, 
that  brings  in  new  inventions,  that  prevents  the  son 
being  where  his  father  was,  that  interrupts  the  tra- 
dition of  generations  and  breaks  inherited  feeling. 
Besides  causing  new  sorts  of  quarrels  by  creating 
new  circumstances  and  new  occasions,  this  change 
of  men  from  employment  to  employment  decomposes 
the  moral  authority  which  alone  in  this  state  of 
society  can  prevent  quarrels  or  settle  them.  Accord- 
ingly, the  most  successful  early  societies  have  for- 
bidden this  ready  change  as  much  as  possible,  and 
have  endeavored  as  far  as  they  could  to  obtain  the 

*"  Romeo  and  Juliet,"  iii.  3. 
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advantages  of  the  division  of  labor  without  it.  Sir 
Henry  Maine,  to  whom  this  subject  so  peculiarly 
belongs,  and  who  has  taught  us  so  much  more  on  it 
than  any  one  else,  shall  describe  the  industrial  expe- 
dients of  primitive  society  as  he  has  seen  them  still 
surviving  in  India  :  — 

"There  is,"  he  says,  "yet  another  feature  of  the  modern 
Indian  cultivating  groups  which  connects  them  with  primitive 
Western  communities  of  the  same  kind.  I  have  several  times 
spoken  of  them  as  organized  and  self-acting ;  they  in  fact  include 
a  nearly  complete  establishment  of  occupations  and  trades  for 
enabling  them  to  continue  their  collective  life  without  assistance 
from  any  person  or  body  external  to  them.  Besides  the  headman 
or  council,  exercising  quasi- judicial,  quasi-legislative  power,  they 
contain  a  village  police,  now  recognized  and  paid  in  certain 
provinces  by  the  British  government.  They  include  several  families 
of  hereditary  traders,  —  the  blacksmith,  the  harness-maker,  the 
shoemaker.  The  Brahmin  is  also  found  for  the  performance  of 
ceremonies,  and  even  the  dancing-girl  for  attendance  at  festivities. 
There  is  invariably  a  village  accountant,  —  an  important  personage 
among  an  unlettered  population ;  so  important,  indeed,  and  so  con- 
spicuous, that  according  to  reports  current  in  India,  the  earliest 
English  functionaries  engaged  in  settlements  of  land  were  occa- 
sionally led,  by  their  assumption  that  there  must  be  a  single  pro- 
prietor somewhere,  to  mistake  the  accountant  for  the  owner  of  the 
village,  and  to  record  him  as  such  in  the  official  register.  But  the 
person  practicing  any  one  of  these  hereditary  employments  is  really 
a  servant  of  the  community  as  well  as  one  of  its  component  mem- 
bers. He  is  sometimes  paid  by  an  allowance  in  &rain,  more  gen- 
erally by  the  allotment  to  his  family  of  a  piece  of  cultivated 
land  in  hereditary  possession.  Whatever  else  he  may  demand 
for  the  wares  he  produces,  is  limited  by  a  customary  standard  of 
price,  very  rarely  departed  from."* 

To  no  world  could  the  free  circulation  of  labor,  as 
we  have  it  in  England  and  as  we  assume  it  in  our 
political  economy,  be  more  alien,  and  in  none  would 
it  have  been  more  incomprehensible.  In  this  case  as 
in  many  others,  what  seems  in  later  times  the  most 
natural  organization  is  really  one  most  difficult  to 
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create,  and  it  does  not  arise  till  after  many  organ- 
izations which  seem  to  our  notions  more  complex 
have  preceded  it  and  perished.  The  village  association 
of  India,  as  Sir  Henry  Maine  describes  it,  seems  a 
much  more  elaborate  structure,  a  much  more  involved 
piece  of  workmanship,  than  a  common  English  village 
where  every  one  chooses  his  own  calling,  and  where 
there  are  no  special  rules  for  each  person,  and  where 
a  single  law  rules  all ;  but  in  fact  our  organization 
is  the  more  artificial,  because  it  presupposes  the  per- 
vading intervention  of  an  effectual  government,  —  the 
last  triumph  of  civilization,  and  one  to  which  early 
times  had  nothing  comparable.  In  expecting  what 
we  call  " simple  things"  from  early  ages,  we  are  in 
fact  expecting  them  to  draw  a  circle  without  com- 
passes, to  produce  the  results  of  civilization  when  they 
have  not  attained  civilization. 

One  instance  of  this  want  of  simplicity  in  early 
institutions  which  has,  almost  more  than  any  other, 
impaired  the  free  transit  of  labor,  is  the  complexity 
of  the  early  forms  of  landholding.  In  a  future  page 
I  hope  to  say  something  of  the  general  effects  of  this 
complexity,  and  to  compare  it  with  the  assumptions 
as  to  ownership  in  land  made  by  Ricardo  and  others  ; 
I  am  here  only  concerned  with  it  as  affecting  the 
movement  of  men,  but  in  this  respect  its  effect  has 
been  incalculable.  As  is  now  generally  known,  the 
earliest  form  of  land-owning  was  not  individual 
holding,  but  tribal  owning.  In  the  old  contracts  of 
Englishmen  with  savages,  nothing  was  commoner 
than  for  the  king  or  chief  to  sell  tracts  of  land ;  and 
the  buyers  could  not  comprehend  that  according  to 
native  notions  he  had  no  right  to  do  so,  that  he  could 
not  make  a  title  to  it,  and  that  according  to  those 
notions  there  was  no  one  who  could.  Englishmen  in 
all  land  dealings  looked  for  some  single  owner,  or 
at  any  rate  some  small  number  of  owners,  who  had 
an  exceptional  right  over  particular  pieces  of  land  ; 
they  could  not  conceive  the  supposed  ownership  of  a 
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tribe  as  in  New  Zealand,  or  of  a  village  in  India, 
over  large  tracts.  Yet  this  joint-stock  principle  is 
that  which  has  been  by  far  the  commonest  in  the 
world,  and  that  which  the  world  began  with;  and  not 
without  good  reason.  In  the  early  ages  of  society,  it 
would  have  been  impossible  to  maintain  the  exclusive 
ownership  of  a  few  persons  in  what  seems  at  first 
sight  an  equal  gift  to  all,  a  thing  to  which  every 
one  has  the  same  claim.  There  was  then  no  distinct 
government,  apart  from  and  above  the  tribe,  any 
more  than  among  New-Zealanders  now  ;  there  was  no 
compulsory  agency  which  could  create  or  preserve 
exclusive  ownership  of  the  land,  even  if  it  had  been 
wished :  and  of  course  it  could  not  have  been  wished, 
—for  though  experience  has  now  conclusively  shown 
that  such  exclusive  ownership  is  desirable  for  and 
beneficial  to  the  nation  as  a  whole,  as  well  as  to  the 
individual  owner,  no  theorist  would  have  been  bold 
enough  to  predict  this  beforehand.  This  monopoly 
is  almost  a-  paradox  after  experience,  and  it  would 
have  seemed  monstrous  folly  before  it.  Indeed,  the 
idea  of  a  discussion  of  it  is  attributing  to  people  in 
the  year  1000  B.  C.  the  notions  of  people  in  the  year 
1800  A.  D.  Common  ownership  was  then  irremediable 
and  inevitable  ;  no  alternative  for  it  was  possible,  or 
would  then  have  been  conceivable  :  but  it  is  in  its 
essence  opposed  to  the  ready  circulation  of  labor. 
Few  things  fix  a  man  so  much  as  a  share  in  a  prop- 
erty which  is  fixed  by  nature  ;  and  common  owner- 
ship, wherever  it  prevails,  gives  the  mass  of  men 
such  a  share. 

And  there  is  another  force  of  the  same  tendency 
which  does  not  act  so  widely,  but  which  when  it 
does  act  is  even  stronger,  —  in  many  cases  is  om- 
nipotent ;  this  is  the  disposition  of  many  societies 
to  crystallize  themselves  into  specialized  groups, 
which  are  definite  units,  each  with  a  character  of  its 
own,  and  are  more  or  less  strictly  hereditary.  Sir 
Henry  Maine  has  described  to  us  how  in  an  Indian 


272  THE   TRAVELERS  INS.  CO.'S  BAGEHOT. 

village  the  blacksmith  is  hereditary,  and  the  harness- 
maker,  and  the  shoemaker  •  and  this  is  natural,  for 
every  trade  has  its  secrets,  which  make  a  kind  of 
craft  or  "mystery"  of  it,  and  which  must  be  learnt 
by  transmission  or  not  at  all.  The  first  and  most 
efficient  kind  of  apprenticeship  is  that  by  birth  :  the 
father  teaches  his  son  that  by  which  he  makes  his 
living,  almost  without  knowing  it ;  the  son  picks  up 
the  skill  which  is  in  the  air  of  the  house,  almost 
without  feeling  that  he  is  doing  so.  Even  now  we 
see  that  there  are  city  families,  and  university  and 
legal  families, — families  where  a  special  kind  of  taste 
and  knowledge  are  passed  on  in  each  generation  by 
tradition,  and  which  in  each  have  in  that  respect 
an  advantage  over  others.  In  most  ages  most  kinds 
of  skilled  labor  have  shown  a  disposition  to  intensify 
this  advantage  by  combination,  —  to  form  a  bounded 
and  exclusive  society,  guild,  trades-union,  or  whatever 
it  may  be  called,  which  keeps  or  tries  to  keep  in  each 
case  to  itself  the  rich  secret  of  the  inherited  art ;  and 
even  when  no  pains  are  taken,  each  special  occupa- 
tion, after  it  gains  a  certain  size,  tends  to  form  itself 
into  a  separate  group.  Each  occupation  has  certain 
peculiar  characteristics  which  help  to  success  in  it, 
and  which  therefore  it  fosters  and  develops  ;  and  in 
a  subtle  way  these  traits  collect  together  and  form 
a  group  character  analogous  to  a  national  character. 
The  process  of  caste-making  is  often  thought  to  be  an 
old-world  thing  which  came  to  an  end  when  certain 
old  castes  were  made  and  fixed,  before  the  dawn  of 
history ;  but  in  fact  the  process  has  been  actively  at 
work  in  recent  times,  and  has  hardly  yet  died  out. 
Thus  in  Cashmere,  where  the  division  of  castes  is 
already  minute,  Mr.  Drew  tells  us  that  of  the  Batals  — 
a  class  at  the  very  bottom  of  the  scale, 

"Whose  trade  it  is  to  remove  and  skin  carcases,  and  to  cure 
leather "  —  he  has  heard  that  ' '  there  are  two  classes ;  ...  so  apt 
are  communities  in  India  to  divide  and  to  subdivide,  to  perpetuate 
differences,  and  to  separate  rather  than  amalgamate.  The  higher 
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Batals  follow  the  Mohammedan  rules  as  to  eating,  and  are  allowed 
into  some  fellowship  with  the  other  Mohammedans.  The  lower 
Batals  eat  carrion,  and  would  not  bear  the  name  of  Musalman  in 
the  lips  of  others,  though  they  might  call  themselves  so."* 

Just  so,  Mr.  Hunter  says  that  — 

"The  Brahmans  of  Lower  Bengal  bore  to  the  Brahmans  of 
Oudh  the  same  relation  that  the  landed  gentry  of  Canada  or 
Australia  bears  to  the  landed  gentry  of  England.  Each  is  an 
aristocracy,  both  claim  the  title  of  Esquire,  but  each  is  composed 
of  elements  whose  social  history  is  widely  different,  and  the  home 
aristocracy  never  regards  the  successful  settlers  as  equal  in  rank. 
The  Brahmans  of  the  Middle  Land  went  further :  they  declared 
the  Brahmans  of  Lower  Bengal  inferior  not  only  in  the  social 
scale,  but  in  religious  capabilities.  To  this  day  many  of  the  north- 
country  Brahmans  do  not  eat  with  the  Brahmans  of  the  Lower 
Valley ;  and  convicted  felons  from  the  Northwest  will  suffer  re- 
peated floggings  in  jail,  for  contumacy,  rather  than  let  rice  cooked 
by  a  Bengal  Brahman  pass  their  lips."t 

Caste-making  is  not  a  rare  act,  but  a  constantly 
occurring  act,  when  circumstances  aid  it  and  when 
the  human  mind  is  predisposed  to  it. 

One  great  aid  to  this  process  is  the  mutual 
animosity  of  the  different  groups.  "What  one  nation 
hates,"  said  Napoleon,  "is  another  nation;"  just  so, 
what  one  caste  hates  is  another  caste :  the  marked 
characteristics  of  each,  being  different,  form  a  cer- 
tain natural  basis  for  mutual  dislike.  There  is  an 
intense  disposition  in  the  human  mind  —  as  you  may 
see  in  any  set  of  schoolboys  — to  hate  what  is  un- 
usual and  strange  in  other  people ;  and  each  caste 
supplies  those  adjoining  it  with  a  conspicuous  supply 
of  what  is  unusual.  And  this  hatred  again  makes 
each  caste  more  and  more  unlike  the  other ;  for  every 
one  wishes  as  much  as  possible  to  distinguish  him- 
self from  the  neighboring  hated  castes  by  excelling  in 
the  peculiarities  of  his  own  caste,  and  by  avoiding, 
theirs. 


*  Frederick  Drew,  "Jummoo  and  Kashmir  Territories,"  Chap.  viii. 
tW.  W.  Hunter,  "Annals  of  Rural  Bengal,"  Chap.  iii. 
VOL.  V.— 18 
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In  the  ancient  parts  of  the  world,  these  contrasts 
of  group  to  group  are  more  or  less  connected  for 
the  most  part  with  contrasts  of  race.  Very  often  the 
origin  of  the  caste  —  the  mental  tendency  which  made 
its  first  members  take  to  its  special  occupation  —  was 
some  inborn  peculiarity  of  race ;  and  at  other  times, 
as  successive  waves  of  conquest  passed  over  the 
country,  each  race  of  conquerors  connected  them- 
selves most  with,  and  at  last  were  absorbed  in,  the 
pre-existing  kind  of  persons  which  they  most  re- 
sembled, and  frequently  in  so  doing  hardened  into 
an  absolute  caste  what  was  before  a  half -joined  and 
incipient  group. 

Each  conquest,  too,  tends  to  make  a  set  of  out- 
casts, generally  from  the  worst  part  of  the  previous 
population;  and  these  become  " hewers  of  wood  and 
drawers  of  water"*  to  the  conquerors, — that  is,  they 
are  an  outlying  and  degraded  race,  which  is  not  ad- 
mitted to  compete  or  mix  with  the  others,  and  which 
becomes  more  degraded  from  feeling  that  it  is  thus 
Inferior,  and  from  being  confined  to  the  harder,  baser, 
cand  less  teaching  occupations ;  and  upon  these  un- 
happy groups  the  contempt  and  hatred  of  the  higher 
•ones  tend  to  concentrate  themselves,  and  like  most 
strong  sentiments  in  the  early  world,  these  feelings 
find  for  themselves  a  religious  sanction.  To  many 
villages  in  India,  Sir  Henry  Maine  says,  there  are 
attached  a  class  of  "outsiders"  who  "never  enter  the 
village,  or  only  enter  reserved  portions  of  it,"  who 
"are  looked  upon  as  essentially  impure,"  whose  very 
"touch  is  avoided  as  contaminating."1  These  poor 
people  are  more  or  less  thought  to  be  "accursed";  to 
have  some  taint  which  shows  that  the  gods  hate 
them,  and  which  justifies  men  in  hating  them  too  and 
in  refusing  to  mix  with  them. 

The  result  of  these  causes  is,  that  many  ancient 
societies  are  complex  pieces  of  patchwork ;  bits  of 
contrasted  human  nature,  put  side  by  side.  They 

*  "Village  Communities,"  Lecture  iv. 
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have  a  variegated  complexity,  which  modern  civilized 
states  mostly  want.  And  there  must  clearly  have 
been  an  advantage  in  this  organization  of  labor,  —  to 
speak  of  it  in  modern  phrase,  —  though  it  seems  to 
us  now  so  strange  ;  or  it  would  not  have  sprung  up 
independently  in  many  places  and  many  ages,  and 
have  endured  in  many  for  long  tracts  of  years.  This 
advantage,  as  we  have  seen,  was  the  gain  of  the 
division  of  labor  without  the  competition  which  with 
us  accompanies  it,  but  which  the  structure  of  society 
was  not  then  hard  enough  to  bear. 

No  doubt  we  must  not  push  too  far  this  notion 
of  the  rigidity  of  caste  :  the  system  was  too  rigid  to 
work  without  some  safety-valves,  and  in  every  age 
and  place  where  that  system  prevails,  some  have 
been  provided.  Thus  in  India  we  are  told :  — 

"A  Brahmana  unable  to  subsist  by  his  own  duties  may  live  by 
those  of  a  soldier ;  if  he  cannot  get  a  subsistence  by  either  of  these 
employments,  he  may  apply  to  tillage  and  attendance  on  cattle,  or 
gain  a  competence  by  traffic,  avoiding  certain  commodities.  A 
Kshatriya  in  distress  may  subsist  by  all  these  means,  but  he  must 
not  have  recourse  to  the  highest  functions.  ...  A  Vaisya  unable 
to  subsist  by  his  own  duties  may  descend  to  the  servile  acts  of  a 
S'lidra  ;  and  a  S'udra,  not  finding  employment  by  waiting  on  men 
of  the  higher  classes,  may  subsist  by  handicrafts.  .  .  .  Besides  the 
particular  occupations  assigned  to  each  of  the  mixed  classes,  they 
have  the  alternative  of  following  that  profession  which  regularly 
belongs  to  the  class  from,  which  they  derive  their  origin  on 

the  mother's  side."* 

• 

And  so  on,  without  end. 

And  probably  it  is  through  these  supplementary 
provisions,  as  I  may  call  them,  that  the  system  of 
caste  ultimately  breaks  down  and  disappears.  It 
certainly  disappeared  in  ancient  Egypt  when  the 
compact  Roman  government  was  strong  enough  to 
do  without  it,  and  when  a  change  of  religion  had 
removed  the  sanctions  which  fixed  and  consecrated  it. 
The  process  is  most  slow,  as  our  experience  in  India 

* Colebrookc's  Essays,  Vol.  ii.,  No.  vi.,  "Indian  Classes." 
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proves;  the  saying  that  "La  Providence  a  ses  aises 
dans  le  temps "  *  has  rarely  elsewhere  seemed  so 
true :  still,  the  course  is  sure,  and  the  caste  system 
will  in  the  end  pass  away,  whenever  an  efficient  sub- 
stitute has  been  made  for  it  and  the  peace  of  industry 
secured  without  it. 

But  it  would  be  a  great  mistake  to  believe  that 
whenever  and  wherever  there  is  an  efficient  exter- 
nal government  capable  of  enforcing  the  law,  and 
of  making  the  competitive  migration  of  labor  safe 
and  possible,  such  migration  of  itself  at  once  begins  : 
there  is  in  most  cases  a  long  and  dreary  economical 
interval  to  be  passed  first.  In  many  countries,  the 
beginning  of  such  migration  is  for'  ages  retarded  by 
the  want  of  another  requisite,  —  the  want  of  external 
security.  We  have  come  in  modern  Europe  to  look 
on  nations  as  if  they  were  things  indestructible,  —  at 
least  on  large  nations  ;  but  this  is  a  new  idea,  and 
even  now  it  has  to  be  taken  with  many  qualifications. 
But  in  many  periods  of  history  it  has  not  been 
true  at  all  :  the  world  was  in  such  confusion  that  it 
was  almost  an  even  chance  whether  nations  should 
continue,  or  whether  they  should  be  conquered  and 
destroyed.  In  such  times  the  whole  energy  of  the 
community  must  be  concentrated  on  its  own  defense ; 
all  that  interferes  with  it  must  be  sacrificed  if  it  is 
to  live :  and  the  most  efficient  mode  of  defending 
it  mostly  is  a  feudal  system,  —  that  is,  a  local  militia 
based  on  the  land,  where  each  occupier  of  the  soil 
has  certain  services  to  render,  of  which  he  cannot 
divest  himself,  and  which  he  must  stay  on  certain 
definite  fields  to  perform  when  wanted.  In  conse- 
quence, the  races  of  men  which  were  possessed  of 
an  organization  easily  adapting  itself  to  the  creation 
of  such  a  militia  have  had  a  striking  tendency  to  pre- 
vail in  the  struggle  of  history. 

"The  feudal  system,"  says  Sir  George  Campbell,  on  many 
accounts  one  of  our  most  competent  judges,  "I  believe  to  be  no 

*"  Providence  takes  pleasure  in  time." 
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invention  of  the  Middle  Ages,  but  the  almost  necessary  result  of  the 
hereditary  character  of  the  Indo-Germanic  institutions,  when  the 
tribes  take  the  position  of  dominant  conquerors.  They  form  in 
fact  a  hereditary  army,  with  that  gradation  of  fealty  from  the 
commander-in-chief  to  the  private  soldier  which  is  essential  in  mili- 
tary operations.  Accordingly,  we  find  that  among  all  the  tribes  of 
Indo-Germanic  blood  which  have  conquered  and  ruled  Indian  prov- 
inces, the  tendency  is  to  establish  a  feudal  system  extremely  similar 
to  that  which  prevailed  in  Europe  :  in  "Rajpootana  the  system  is 
still  in  full  force  ;  the  Mahrattas  and  Sikhs  had  both  established 
a  similar  system  ;  in  my  early  days  it  existed  in  great  perfection  in 
some  parts  of  the  cis-Sutlej  Sikh  states."* 

And  where  the  system  is  most  developed,  at  the 
lowest  point  of  the  scale  there  is  always  an  im- 
movable class,  —  serfs,  villeins  regardant,  or  what  we 
choose  to  call  them,  —  who  do  not  fight  themselves, 
who  perhaps  are  too  a/bject  in  spirit,  or  perhaps  are 
of  too  dubious  fidelity  to  be  let  have  arms,  but  who 
cultivate  the  ground  for  those  who  really  fight.  The 
soldier  class,  rooted  to  the  land  by  martial  tenure, 
has  beneath  it  a  non-soldier  class  even  more  rooted 
to  the  soil  by  the  tenure  of  tilling  it.  I  need  not  say 
how  completely  such  a  system  of  military  defense, 
and  such  a  system  of  cultivation,  are  opposed  to  the 
free  transit  of  labor  from  employment  to  employment : 
where  these  systems  are  perfectly  developed,  this 
transit  is  not  so  much  impeded  as  prevented. 

And  there  is  a  yet  more  pervading  enemy  of  the 
free  circulation  of  labor ;  this  is  slavery.  We  must 
remember  that  our  modern  notion  that  slavery  is  an 
exceptional  institution  is  itself  an  exceptional  idea : 
it  is  the  product  of  recent  times  and  recent  philoso- 
phies ;  no  ancient  philosopher,  no  primitive  commu- 
nity would  have  comprehended  what  we  meant  by 
it.  That  human  beings  are  divided  into  strong  and 
weak,  higher  and  lower,  or  what  is  thought  to  be 
such,  and  that  the  weak  and  inferior  ought  to  be 
made  to  serve  the  higher  and  better  whether  they 

*"  Tenure  of  Land  in- India,"  Chap.  iii.  of  "Systems  of  Land  Tenure  in 
Various  Countries"  (Cobden  Club  Essays). 
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would  wish  to  do  so  or  not,  are  settled  axioms  of  early 
thought.  Whatever  might  be  the  origin  and  whatever 
might  be  the  fate  of  other  institutions,  the  ancient 
world  did  not  doubt  that  slavery  at  all  events  existed 
"by  the  law  of  nature,"*  and  would  last  as  long 
as  men.  And  it  interferes  with  the  ready  passage 
of  labor  from  employment  to  employment  in  two 
ways  :  —  First,  it  prevents  what  we  call  for  this  pur- 
pose "employments"  —that  is,  markets  where  labor 
may  be  bought,  mostly  in  order  that  the  produce  may 
be  sold.  Slavery,  on  the  contrary,  strengthens  and 
extends  domestic  manufactures  where  the  produce  is 
never  sold  at  all,  where  it  is  never  intended  to  be  so, 
but  where  each  household  by  its  own  hands  makes 
what  it  wants.  In  a  slave  community  so  framed,  not 
only  is  there  little  quick  migration  of  free  labor,  but 
there  are  few  fit  places  for  it  to  migrate  between, 
there  are  no  centers  for  the  purchase  of  much  of  it ; 
society  tends  to  be  divided  into  self-sufficing  groups, 
buying  little  from  the  exterior.  And  at  a  later  stage 
of  industrial  progress,  -slavery  arrests  the  movement 
of  free  labor  still  more  effectively  by  providing  a 
substitute  :  it  is  then  the  slave  labor  which  changes 
occupation,  and  not  the  free  labor.  Just  as  in  the 
present  day  a  capitalist  who  wants  to  execute  any 
sort  of  work  hires  voluntary  labor  to  do  it,  so  in  a 
former  stage  of  progress  he  would  buy  slaves  in 
order  to  do  it.  He  might  not  indeed  be  able  to  buy 
enough  slaves  —  enough  suitable  slaves,  that  is  —  for 
his  purpose :  the  organization  of  slavery  has  never 
been  as  effectual  as  our  present  classified  system  of 
free  labor,  and  from  intrinsic  defects  never  can  be  ; 
but  it  does  develop  earlier.  Just  when  the  system 
of  free  labor  might  develop  if  it  were  let  alone,  the 
imperfect  substitute  of  slavery  steps  in  and  spoils  it. 
When  free  labor  still  moves  slowly  and  irregularly, 

*  "  By  nature  some  command  and  others  obey.  .  .  .  He  who  can  do 
nothing  but  labor  with  his  body  is  ...  a  slave  by  nature." — Aristotle's 
"Politics,"  Book  i.,  Chap.  ii.  The  same  subject  is  continued  in  several 
following  chapters.  —  ED. 


POSTULATES.  —  TRANSFERABILITY   OF   LABOR.          279 

and  when  frequent  wars  supply  the  slave  market 
with  many  prisoners,  the  slave  market  is  much  the 
easiest  resource  of  the  capitalist ;  so  it  is  when  a 
good  slave  trade  keeps  it  well  filled :  the  capitalist 
finds  it  better  to  buy  than  to  hire,  for  there  are  in 
this  condition  of  things  comparatively  many  men  to 
be  bought  and  comparatively  few  to  be  hired.  And 
the  result  takes  unexpected  directions.  "What  the 
printing  press  is  in  modern  times,"  says  a  German 
writer,  "that  slavery  was  in  ancient  times:"  and 
though  this  may  be  a  little  exaggerated,  it  is  certain 
that  in  ancient  Rome,  books  were  produced  much 
cheaper  and  in  much  greater  number  than  they  were 
for  hundreds  of  years  afterwards ;  when  there  was 
a  demand  for  a  book,  extra  copying  slaves  could  be 
"turned  on"  to  multiply  it  in  a  way  which  in  later 
times,  when  slavery  had  ceased,  was  impossible,  and 
which  is  only  surpassed  by  the  way  in  which  addi- 
tional compositors  are  applied  to  works  in  demand 
now.  And  political  philosophers  proposed  to  obtain 
revenue  from  this  source,  and  to  save  taxation. 
"  Suppose,"  says  Xenophon,  "  that  the  Athenian  state 
should  buy  twelve  thousand*  slaves,  and  should  let 
them  out  to  work  in  the  mines  at  an  obolus  a  head, 
and  suppose  that  the  whole  amount  annually  thus 
received  should  be  employed  in  the  purchase  of  new 
slaves,  who  should  again  in  the  same  way  yield  the 
same  income,  and  so  on  successively  :  the  state  would 
then  by  these  means  in  five  or  six  years  possess  six 
thousand  slaves,"  f  which  would  yield  a  large  income. 
The  idea  of  a  compound-interest  investment  in  men, 
though  abhorrent  to  us,  seemed  most  natural  to  Xeno- 
phon ;  and  almost  every  page  of  the  classics  proves 
how  completely  the  civilization  then  existing  was 
based  on  slavery  in  one  or  other  of  its  forms,  —  that 
of  skilled  labor  (the  father  of  Demosthenes  owned 
thirty-three  cutlers  and  twenty  coach-makers),  or 


*  Tvvel  ve  hundred.  —  ED. 

tA  summary  (not  an   exact  quotation)   of  Chap.  iv.    of  the  "Means  of 
Increasing  the  Athenian  Revenues."  —  ED. 
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unskilled,  that  might  either  be  worked  by  the  propri- 
etor or  let  out,  as  he  liked.  Even  if  this  system  had 
only  economical  consequences,  it  must  have  prevented 
the  beginning  of  freely  moving  labor,  for  it  is  much 
handier  than  such  a  system  can  be  at  its  outset ;  and 
as  we  know,  the  system  has  moral  effects  working  in 
the  same  way  even  more  powerful,  for  it  degrades 
labor  by  making  it  the  slave  mark,  and  makes  the 
free  laborer  —  whether  the  proletaire  of  ancient  cities 
or  the  "mean  white"  of  American  plantations  —  one 
of  the  least  respectable  and  the  least  workmanlike  of 
mankind. 

Happily,  this  full-grown  form  of  slavery  is  ex- 
ceedingly frail.  We  have  ourselves  seen  in  America 
how  completely  it  collapses  at  an  extrinsic  attack, 
how  easy  it  is  to  destroy  it,  how  impossible  to  revive 
it ;  and  much  of  the  weakness  of  ancient  civilization 
was  also  so  caused.  Any  system  which  makes  the 
mass  of  a  society  hate  the  constitution  of  that  society 
must  be  in  unstable  equilibrium  ;  a  small  touch  will 
overthrow  it,  and  scarcely  any  human  power  will 
re-establish  it  :  and  this  is  the  necessary  effect  of 
capitalistic  slavery,  for  it  prevents  all  other  laborers, 
makes  slaves  the  "many"  of  the  community,  and 
fills  their  mind  with  grief  and  hatred.  Capitalistic 
slavery  is,  as  history  shows,  one  of  the  easiest  things 
to  efface,  as  domestic  slavery  is  one  of  the  hardest. 
But  capitalistic  slavery  has  vitally  influenced  most 
of  the  greatest  civilizations ;  and  as  domestic  slavery 
has  influenced  nearly  all  of  them,  the  entire  effect 
of  the  two  has  been  prodigious. 

We  see  then  that  there  are  at  least  four  condi- 
tions to  be  satisfied  before  this  axiom  of  our  English 
political  economy  is  true  within  a  nation  :  before  labor 
can  move  easily  and  as  it  pleases  from  employment 
to  employment,  there  must  be  such  employments  for 
it  to  move  between  ;  there  must  be  an  effectual  gov- 
ernment, capable  of  maintaining  peace  and  order 
during  the  transition,  and  not  requiring  itself  to  be 
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supported  by  fixity  of  station  in  society,  as  so  many 
governments  have  been ;  the  nation  must  be  capa- 
ble of  maintaining  its  independent  existence  against 
other  nations,  without  a  military  system  dependent 
on  localized  and  immovable  persons  ;  and  there  must 
be  no  competing  system  of  involuntary  labor,  limit- 
ing the  number  of  employments  or  moving  between 
them  more  perfectly  than  contemporary  free  labor. 
These  are  not  indeed  all  the  conditions  needful  for  the 
truth  of  the  axiom ;  but  the  others  can  be  explained 
better  when  some  other  matters  have  been  first  dis- 
cussed. 


II.  — THE  TRANSFERABILITY  OF  CAPITAL. 

IN  my  last  paper  I  discussed  the  fundamental  prin- 
ciple of  English  political  economy, — that  within  the 
limits  of  a  nation,  labor  migrates  from  employment 
to  employment,  as  increased  remuneration  attracts  or 
decreased  remuneration  repels  it ;  and  now  I  have 
to  treat  the  corresponding  principle  as  to  capital,  — 
that  it  flows  or  tends  to  flow  to  trades  of  which  the 
profits  are  high,  that  it  leaves  or  tends  to  leave 
those  in  which  the  profits  are  low,  and  that  in  conse- 
quence there  is  a  tendency  —  a  tendency  limited  and 
contracted,  but  still  a  tendency  —  to  an  equality  of 
profits  through  commerce. 

First,  this  requires  such  a  development  of  the 
division  of  labor  as  to  create  what  we  call  "trade," — 
that  is  to  say,  a  set  of  persons  working  for  the 
wants  of  others,  and  providing  for  their  own  wants 
by  the  return  commodities  received  from  those  others; 
but  this  development  has  only  been  gradually  ac- 
quired by  the  human  race.  Captain  Cook  found  some 
Australian  tribes  to  whom  the  idea  of  traffic  seemed 
unknown  :  they  received  what  was  given  them  read- 
ily, but  they  received  it  as  a  present  only,  —  they 
seemed  to  have  no  notion  of  giving  anything  in  lieu 
of  it ;  the  idea  of  barter  —  an  idea  usually  so  familiar 
to  the  lower  races  of  men  —  appeared  never  to  have 
dawned  on  these  very  low  ones.  But  among  races  in 
such  a  condition  there  is  no  change  of  trades  as  capi- 
tal becomes  more  and  more  profitable  in  any  one ;  the 
very  conception  comes  long  after.  Every  one  works 
for  himself  at  everything,  and  he  always  works  most 
at  what  he  likes  most  for  the  time ;  as  he  changes 
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his  desires,  so  far  as  he  can  he  changes  his  labor ; 
whenever  he  works  he  uses  the  few  tools  he  has  — 
the  stone  implements,  the  charred  wood,  the  thongs 
of  hide,  and  other  such  things  —  in  the  best  way  he 
can.  A  hundred  savages  are  doing  so  at  once,  — 
some  in  one  way,  some  in  another,  —  and  these  are 
no  doubt  "shif tings  of  capital";  but  there  is  no  com- 
putation of  profit,  as  we  now  reckon  profit,  on  such 
shiftings.  Profit,  as  we  calculate,  means  that  which 
is  over  after  the  capital  is  replaced ;  but  a  savage 
incapable  of  traffic  does  not  make  this  calculation  as 
to  his  flints  and  his  hides,  —  the  idea  could  not  even 
be  explained  to  him. 

Secondly,  this  comparison  requires  a  medium  in 
which  the  profits  can  be  calculated  ;  that  is,  a  money. 
Supposing  that  in  the  flax  trade  profits  are  5  per 
cent.,  and  that  side  by  side  in  the  cotton  trade  they 
are  15  per  cent.,  capital  will  nowadays  immediately 
run  from  one  to  the  other  ;  and  it  does  so  because 
those  who  are  making  much  try  to  get  more  capital, 
and  those  who  are  making  little  —  still  more  those  who 
are  losing  —  do  not  care  to  keep  as  much  as  they  have  : 
but  if  there  is  no  money  to  compute  in,  neither  will 
know  what  they  are  making,  and  therefore  the  pro- 
cess of  migration  wants  its  motive  and  will  not 
begin.  The  first  sign  of  extra  profit  in  a  trade  —  not 
a  conclusive,  but  a  strongly  presumptive  one  —  is  an 
extra  high  price  in  the  article  that  trade  makes  or 
sells  ;  but  this  test  fails  altogether  when  there  is  no 
' 'money"  to  sell  in.  And  the  debit  side  of  the  ac- 
count, the  cost  of  production,  is  as  difficult  to  calculate 
when  there  is  no  common  measure  between  its  items, 
or  between  the  product  and  any  of  them.  Political 
economists  have  indeed  an  idea  of  ''exchangeable 
value,"  —  that  is,  of  the  number  of  things  which  each 
article  will  exchange  for,  —  and  they  sometimes  sup- 
pose a  state  of  barter  in  which  people  had  this  notion, 
and  in  which  they  calculated  the  profit  of  a  trade  by 
deducting  the  exchangeable  value  of  the  labor  and 
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commodities  used  in  its  production  from  the  value  of 
the  finished  work  ;  but  such  a  state  of  society  never 
existed  in  reality.  ISTo  nation  which  was  not  clever 
enough  to  invent  a  money  was  ever  able  to  conceive 
so  thin  and  hard  an  idea  as  "  exchangeable  value " ; 
even  now  Mr.  Fawcett  justly  says  that  it  puzzles 
many  people,  and  sends  them  away  frightened  from 
books  on  political  economy.  In  fact,  it  is  an  ideal 
which  those  used  to  money  prices  have  framed  to 
themselves ;  they  see  that  the  price  of  anything,  the 
money  it  fetches,  is  equal  to  its  "purchasing  power" 
over  things,  and  by  steadily  attending  they  come  to  be 
able  to  think  of  this  "purchasing  power"  separately, 
and  to  call  fit],  and  reason  upon  it  as,  "exchangeable 
value" :  but  the  idea  is  very  treacherous  even  to 
skilled  minds,  and  even  nowadays  not  the  tenth  part 
of  any  population  could  ever  take  it  in.  As  for  the 
nations  really  in  a  state  of  barter  ever  comprehending 
it,  no  one  can  imagine  it ;  for  they  are  mostly  un- 
equal to  easy  arithmetic,  and  some  cannot  count  five. 
A  most  acute  traveler  thus  describes  the  actual  pro- 
cess of  bargaining  among  savage  nations  as  he  saw 
it:  — 

"In  practice,"  Mr.  Galton  tells  us  of  the  Damaras,  "whatever 
they  may  possess  in  their  language,  they  certainly  use  no  numeral 
greater  than  three ;  when  they  wish  to  express  four  they  take  to 
their  fingers,  which  are  to  them  as  formidable  instruments  of  cal- 
culation as  a  sliding  rule  is  to  an  English  schoolboy.  They  puzzle 
very  much  after  five,  because  no  spare  hand  remains  to  grasp  and 
secure  the  fingers  that  are  required  for  'units.'  Yet  they  seldom 
lose  oxen :  the  way  in  which  they  discover  the  loss  of  one  is  not 
by  the  number  of  the  herd  being  diminished,  but  by  the  absence  of 
a  face  they  know.  When  bartering  is  going  on,  each  sheep  must 
be  paid  for  separately.  Thus,  suppose  two  sticks  of  tobacco  to  be 
the  rate  of  exchange  for  one  sheep,  it  would  sorely  puzzle  a  Damara 
to  take  two  sheep  and  give  him  four  sticks.  I  have  done  so,  and 
seen  a  man  first  put  two  of  the  sticks  apart,  and  take  a  sight  over 
them  at  one  of  the  sheep  he  was  about  to  sell.  Having  satisfied 
himself  that  that  one  was  honestly  paid  for,  and  finding  to  his  sur- 
prise that  exactly  two  sticks  remained  in  hand  to  settle  the  account 
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for  the  other  sheep,  he  would  be  afflicted  with  doubts  :  the  transaction 
seemed  to  come  out  too  '  pat '  to  be  correct,  and  he  would  refer  back 
to  the  first  couple  of  sticks,  and  then  his  mind  got  hazy  and  con- 
fused, and  wandered  from  one  sheep  to  the  other,  and  he  broke  off 
the  transaction  until  two  sticks  were  put  into  his  hand  and  one 
sheep  driven  away,  and  then  the  other  two  sticks  given  him  and  the 
second  sheep  driven  away."* 

Such  a  delineation  of  primitive  business  speaks  for 
itself  ;  and  it  is  waste  of  space  showing  further  that 
an  abstraction  like  "value  in  exchange"  is  utterly 
beyond  the  reach  of  the  real  bartering  peoples, — that 
a  habit  of  using  money,  and  of  computing  in  it,  are 
necessary  preliminaries  to  comparisons  of  profits. 

Unquestionably,  the  most  primitive  community 
can  see  if  a  pursuit  utterly  fails  or  if  it  immensely 
succeeds  :  the  earliest  men  must  have  been  eager  in 
making  flint  tools,  for  there  are  so  many  of  them, 
and  no  doubt  they  did  not  try  to  breed  cattle  where 
they  died.  But  there  was  in  those  days  no  adjusted 
comparison  between  one  thing  and  another ;  all  pur- 
suits which  anyhow  suited  went  on  then  as  they  do 
among  savages  now. 

Money  too  is  in  this  matter  essential,  or  all  but 
essential,  in  another  way  :  it  is  a  form  in  which 
capital  is  held  in  suspense  without  loss.  The  trans- 
fer of  capital  from  employment  to  employment  is  a 
matter  requiring  consideration ;  consideration  takes 
time,  and  the  capital  must  be  somewhere  during 
that  time.  But  most  articles  are  bought  at  a  risk  : 
they  lose  in  the  process,  and  become  second-hand ; 
an  ordinary  person  cannot  get  rid  of  them  without 
receiving  for  them  less  —  often  much  less  — than  he 
gave.  Bat  money  is  never  "second-hand";  it  will 
always  fetch  itself,  and  it  loses  nothing  by  keeping. 
'No  doubt  modern  civilization  has  invented  some 
other  forms  of  property  which  are  almost  as  good  to 
hold  as  money  :  some  interest-bearing  securities,  like 

*"  Travels  in  Tropical  South  Africa,"  page  113  (Chap.  v.). 
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Exchequer  bills,  are  so,  and  pay  an  interest  besides  ; 
but  these  are  the  creatures  of  money,  so  to  say,  and 
based  upon  it, — they  presuppose  it,  and  would  not  be 
possible  without  it.  A  community  of  pure  barter, 
even  if  it  could  reckon  and  compare  profits,  would 
not  be  able  to  move  capital  accurately  from  one 
trade  to  another ;  for  it  possesses  no  commodity  which 
could,  without  risk  of  loss  that  could  not  be  calcu- 
lated, be  held  idle  during  the  computation. 

*  The  refined  means  by  which  the  movement  is  now 
effected  is  one  of  the  nicest  marvels  of  our  commer- 
cial civilization.  The  three  principal  of  them  are  as 
follows :  — 

First.  There  is  the  whole  of  the  loan  fund  of 
the  country  lying  in  the  hands  of  bankers  and  bill- 
brokers,  which  moves  in  an  instant  towards  a  trade 
that  is  unusually  profitable,  if  only  that  trade  can 
produce  securities  which  come  within  banking  rules. 
Supposing  the  corn  trade  to  become  particularly  good, 
there  are  immediately  twice  the  usual  number  of  corn 
bills  in  the  bill-brokers'  cases ;  and  if  the  iron  trade, 
then  of  iron  bills.  You  could  almost  see  the  change 
of  capital,  if  you  could  look  into  the  bill  cases  at 
different  times ;  but  what  you  could  not  see  is  the 
mental  skill  and  knowledge  which  have  made  that 
transfer,  and  without  which  it  could  not  have  been 
made  safely.  Probably  it  would  be  new  to  many 
people  if  stated  plainly,  but  a  very  great  many  of 
the  strongest  heads  in  England  spend  their  minds 
on  little  else  than  on  thinking  whether  other  people 
will  pay  their  debts.  The  life  of  Lombard  Street  bill- 
brokers  is  almost  exclusively  so  spent.  Mr.  Chapman, 
one  of  the  partners  in  Overend,  Gurney  &  Co.,  once 
rather  amused  a  parliamentary  committee  by  speak- 
ing with  unction  and  enthusiasm  of  "paper  of  the 
very  finest  quality,"  by  which  he  meant  paper  on 
which  the  best  promises  were  written  :  bills  of  ex- 
change are  only  undertakings  to  pay  money,  and  the 
most  likely  to  be  paid  are,  in  the  market  phrase,  of 
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the  "finest  quality,"  and  the  less  likely  of  inferior 
quality.  The  mind  of  a  man  like  Mr.  Chapman,  if 
it  could  be  looked  into,  would  be  found  to  be  a  grad- 
uating machine  marking  in  an  instant  the  rises  and 
falls  of  pecuniary  likelihood.  Each  banker  in  his 
own  neighborhood  is  the  same, — he  is  a  kind  of 
"  solvency  meter,"  and  lives  by  estimating  rightly  the 
"responsibility  of  parties,"  as  he  would  call  it;  and 
the  only  reason  why  the  London  bill-broker  has  to 
do  it  on  a  greater  scale  is,  that  being  in  the  great 
center,  he  receives  the  surplus  savings  not  of  one 
district  but  of  many,  which  find  no  means  of  employ- 
ment there.  He  is  thus  become  the  greatest  and 
most  just  measurer  of  moneyed  means  and  moneyed 
probity  which  the  world  has  ever  seen ;  to  reduce  it 
to  its  lowest  terms,  he  knows  that  more  people  will 
pay  more  debts  than  any  one  who  now  is,  or  ever 
before  was,  in  the  world.  And  the  combined  aggre- 
gate of  these  persons  is  a  prepared  machine  ready 
to  carry  capital  in  any  direction.  The  moment  any 
set  of  traders  want  capital,  the  best  of  them,  those 
whose  promises  are  well  known  to  be  good,  get  it  in 
a  minute ;  because  it  is  lying  ready  in  the  hands  of 
those  who  know,  and  who  live  by  knowing,  that  they 
are  fit  to  have  it. 

Secondly.  In  modern  England,  there  is  a  great 
speculative  fund  which  is  always  ready  to  go  into 
anything  which  promises  high  profits.  The  largest 
part  of  this  is  composed  of  the  savings  of  men  of 
business.  When,  as  in  1871,  the  profits  of  many 
trades  suddenly  become  much  greater  than  usual,  the 
Stock  Exchange  instantly  becomes  animated  ;  there  is 
at  once  a  market  for  all  kinds  of  securities,  so  long 
as  they  promise  much,  either  by  great  interest  or 
by  rise  of  prices.  Men  of  business  who  are  used  to 
a  high  percentage  of  profit  in  their  own  trade  despise 
3  or  4  per  cent.,  and  think  that  they  ought  to  have 
much  more ;  in  consequence  there  is  no  money  so 
often  lost  as  theirs.  There  is  an  idea  that  it  is  the 
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country  clergyman  and  the  ignorant  widow  who 
mostly  lose  by  bad  loans  and  bad  companies,  and 
no  doubt  they  often  do  lose :  but  I  believe  that  it 
is  oftener  still,  men  of  business  of  slight  education 
and  of  active  temperament,  who  have  made  money 
rapidly,  and  who  fancy  that  the  skill  and  knowl- 
edge of  a  special  trade  which  have  enabled  them  to 
do  so  will  also  enable  them  to  judge  of  risks  and 
measure  contingencies  out  of  that  trade ;  whereas 
in  fact  there  are  no  persons  more  incompetent,  for 
they  think  they  know  everything  when  they  really 
know  almost  nothing  out  of  their  little  business,  and 
by  habit  and  nature  they  are  eager  to  be  doing.  So 
much  of  their  money  as  comes  to  London  is  in 
greater  jeopardy  almost  than  any  other  money ;  but 
there  is  a  great  deal  which  never  comes  there,  and 
which  those  who  make  it  are  able  to  put  out  in  push- 
ing their  own  trade  and  in  extending  allied  trades. 
The  very  defects  which  make  the  trader  so  bad  a 
judge  of  other  things  make  him  an  excellent  judge 
of  these ;  and  he  is  ready  and  daring,  and  most 
quick  to  make  use  of  what  he  knows.  Each  trade 
in  modern  commerce  is  surrounded  by  subsidiary  and 
kindred  trades,  which  familiarize  the  imagination  with 
it  and  make  its  state  known  ;  as  soon,  therefore,  as 
the  conspicuous  dealers  in  that  trade  are  known  to 
be  doing  particularly  well,  the  people  in  the  surround- 
ing trades  say,  "Why  should  not  we  do  as  well  too?" 
and  they  embark  their  capital' in  it,  —  sometimes  of 
course  wrongly,  but  upon  the  whole  wisely  and  bene- 
ficially. In  an  animated  business  world  like  ours, 
these  inroads  into  the  trades  with  largest  gains  by  the 
nearest  parts  of  the  speculative  fund  are  incessant, 
and  are  a  main  means  of  equalizing  profits. 

Lastly.  There  is  the  obvious  tendency  of  young 
men  starting  in  business  to  go  into  the  best  paying 
business,  or  what  is  thought  to  be  so  at  that  time ; 
this,  in  the  best  cases,  also  acts  mainly  on  the  allied 
and  analogous  trades.  Little  good,  for  the  most 
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part,  comes  of  persons  who  have  been  brought  up 
on  one  side  of  the  business  world  going  quite  to  the 
other  side,  —  of  farmers'  sons  going  to  cotton  spin- 
ning, or  of  lace-makers'  sons  going  into  shipping: 
each  sort  of  trade  has  a  tradition  of  its  own,  which 
is  never  written,  probably  could  not  be  written, 
which  can  only  be  learned  in  fragments,  and  which 
is  best  taken  in  early  life,  before  the  mind  is  shaped 
and  the  ideas  fixed.  From  all  surrounding  trades 
there  is  an  incessant  movement  of  young  men  with 
new  money  into  very  profitable  trades,  which  steadily 
tends  to  reduce  that  profitableness  to  the  common 
average. 

I  am  more  careful  than  might  seem  necessary  to 
describe  the  entire  process  of  equalization  at  length, 
because  it  is  only  by  so  doing  that  we  can  see  how 
complex  it  is,  and  how  much  development  in  society 
it  requires ;  but  as  yet  the  description  is  not  com- 
plete, or  nearly  so.  We  have  only  got  as  far  as  the 
influx  of  money  into  new  trades;  but  this  is  but  a 
small  part  of  what  is  necessary.  Trades  do  not  live 
by  money  alone ;  money  by  itself  will  not  make 
anything.  What  then  do  we  mean  when  we  speak 
of  "capital"  as  flowing  from  employment  to  employ- 
ment ? 

Some  writers  speak  as  if  the  only  thing  which 
transfers  of  capital  effect  is  a  change  in  the  sort  of 
labor  that  is  set  in  motion  ;  and  no  doubt  this  is 
so  far  true,  that  all  new  employments  of  capital  do 
require  new  labor.  Human  labor  is  the  primitive 
moving  force,  and  you  must  have  more  of  it  if  you 
want  more  things  done ;  but  the  description,  though 
true,  is  most  incomplete,  as  the  most  obvious  facts 
in  the  matter  prove.  When  new  capital  comes  into 
cotton  spinning,  this  means  not  only  that  new  money 
is  applied  to  paying  cotton  operatives,  but  also  that 
new  money  is  applied  to  buying  new  spinning  ma- 
chines ;  these  spinning  machines  are  made  by  other 
machines  as  well  as  labor;  and  the  second  lot  of 
VOL.  V.  — 19 
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machines  again  by  a  third  set  as  well  as  other  labor. 
In  the  present  state  of  the  world,  nothing  is  made 
by  brute  labor ;  everything  is  made  by  aids  to  labor  : 
and  when  capital  goes  from  trade  to  trade,  it  settles 
not  only  which  sort  of  labor  shall  be  employed,  but 
which  sort  of  existing  machines  shall  be  first  used 
up,  which  sort  of  new  ones  made,  and  how  soon 
those  new  ones  shall  be  worn  out,  not  only  in  the 
selected  trade,  but  in  an  endless  series  subsidiary  to  it. 
To  understand  the  matter  fully,  we  must  have  a 
distinct  view  of  what  on  this  occasion  and  on  this 
matter  we  mean  by  "capital."  The  necessity  of  a 
science  like  political  economy  is,  that  it  must  bor- 
row its  words  from  common  life,  and  therefore  from 
a  source  where  they  are  not  used  accurately  and 
cannot  be  used  accurately.  When  we  come  to  rea- 
son strictly  on  the  subjects  to  which  they  relate,  we 
must  always  look  somewhat  precisely  to  their  mean- 
ing ;  and  the  worst  is,  that  it  will  not  do,  if  you 
are  writing  for  the  mass  of  men,  even  of  educated 
men,  to  use  words  always  in  the  same  sense.  Com- 
mon words  are  so  few,  that  if  you  tie  them  down 
to  one  meaning  they  are  not  enough  for  your  pur- 
pose ;  they  do  their  work  in  common  life  because 
they  are  in  a  state  of  incessant  slight  variation, 
meaning  one  thing  in  one  discussion  and  another 
a  little  different  in  the  next.  If  we  were  really  to 
write  an  invariable  nomenclature  in  a  science  where 
we  have  so  much  to  say  of  so  many  things  as  we 
have  in  political  economy,  we  must  invent  new  terms, 
like  the  writers  on  other  sciences.  Mr.  De  Morgan 
said  (in  defense  of  some  fresh-coined  substantive), 
"  Mathematics  must  not  want  words  because  Cicero 
did  not  know  the  differential  calculus  ; "  but  a  writer 
on  political  economy  is  bound  —  not  perhaps  by 
Cicero,  but  by  his  readers.  He  must  not  use  words 
out  of  his  own  head,  which  they  never  heard  of : 
they  will  not  read  him  if  he  does.  The  best  way,  as 
we  cannot  do  this,  is  to  give  up  uniform  uses,  —  to 
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write  more  as  Ave  do  in  common  life,  where  the  con- 
text is  a  sort  of  unexpressed  "interpretation  clause/' 
showing  in  what  sense  words  are  used ;  only,  as  in 
political  economy  we  have  more  difficult  things  to 
speak  of  than  in  common  conversation,  we  must  take 
more  care,  give  more  warning  of  any  change,  and  at 
times  write  out  the  "interpretation  clause"  for  that 
page  or  discussion,  lest  there  should  be  any  mistake. 
I  know  that  this  is  difficult  and  delicate  work  ;  and 
all  I  have  to  say  in  defense  of  it  is,  that  in  practice 
it  is  safer  than  the  competing  plan  of  inflexible  defi- 
nitions. Any  one  who  tries  to  express  varied  mean- 
ings on  complex  things  with  a  scanty  vocabulary  of 
fastened  senses  will  find  that  his  style  grows  cum- 
brous without  being  accurate ;  that  he  has  to  use  long 
periphrases  for  common  thoughts  ;  and  that  after  all 
he  does  not  come  out  right,  for  he  is  half  his  time 
falling  back  into  the  senses  which  fit  the  case  in 
hand  best,  —  and  these  are  sometimes  one,  sometimes 
another,  and  almost  always  different  from  his  "hard 
and  fast"  sense.  In  such  discussions  we  should  learn 
to  vary  our  definitions  as  we  want,  just  as  we  say 
"let  x,  y,  z  mean"  now  this  and  now  that  in  different 
problems ;  and  this,  though  they  do  not  always  avow 
it,  is  really  the  practice  of  the  clearest  and  most 
effective  writers. 

By  "capital,"  then,  in  this  discussion,  we  mean 
an  aggregate  of  two  unlike  sorts  of  artificial  com- 
modities :  co-operative  things  which  help  labor,  and 
remunerative  things  which  pay  for  it.  The  two  have 
this  in  common,  that  they  are  the  produce  of  human 
labor  ;  but  they  differ  in  almost  everything  else  if 
you  judge  of  them  by  the  visual  appearance.  Be- 
tween a  loaf  of  bread  and  a  steam  engine,  between  a 
gimlet  and  a  piece  of  bacon,  there  looks  as  if  there 
were  really  nothing  in  common,  except  that  man 
made  both  ;  but  though  the  contrast  of  externalities 
is  so  great,  the  two  have  a  most  essential  common 
property  which  is  that  which  political  economy  fixes 
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upon,  —  the  possible  effect  of  both  is  to  augment 
human  wealth.  Laborers  work  because  they  want 
bread ;  their  work  goes  farther  if  they  have  good 
tools  :  and  therefore  economists  have  a  common  word 
for  both  tools  and  bread.  They  are  both  capital, 
and  other  similar  things  are  so  too. 

And  here  we  come  across  another  of  the  inevi- 
table verbal  difficulties  of  political  economy.  Taking 
its  words  from  common  life,  it  finds  that  at  times 
and  for  particular  discussions  it  must  twist  them  in 
a  way  which  common  people  would  never  think  of. 
The  obvious  resemblances  which  we  deal  with  in  life 
dictate  one  mode  of  grouping  objects  in  the  mind, 
and  one  mode  of  speaking  of  them  ;  the  latent  but 
more  powerful  resemblance  which  science  finds  would 
dictate  another  form  of  speech  and  mental  grouping, 
and  then  what  seems  a  perverse  use  of  language 
must  be  made.  Thus,  for  the  present  discussion,  the 
acquired  skill  of  a  laborer  is  capital,  though  no  one 
in  common  life  would  call  it  so  :  it  is  a  productive 
thing  made  by  man,  as  much  as  any  tool ;  it  is  in 
fact  an  immaterial  tool,  which  the  laborer  uses  just 
as  he  does  a  material  one  ;  it  is  co-operative  capita] 
as  much  as  anything  can  be.  And  then  again,  the 
most  unlikely  looking  and  luxurious  articles  are 
"  capital"  if  they  reward  and  stimulate  labor.  Arti- 
sans like  the  best  of  rabbits,  the  best  bits  of  meat, 
green  peas,  and  gin  ;  they  work  to  get  these ;  they 
would  stay  idle  if  they  were  not  incited  by  these : 
and  therefore  these  are  "capital."  Political  economy 
(like  most  moral  sciences)  requires  not  only  to  change 
its  definitions  as  it  moves  from  problem  to  problem, 
but  also  for  some  problems  to  use  definitions  which, 
unless  we  see  the  motive,  seem  most  strange ;  just  as 
in  acts  of  Parliament  the  necessity  of  the  draftsman 
makes  a  very  technical  use  of  words  necessary  if  he 
is  to  do  his  work  neatly,  and  the  reader  will  easily 
be  most  mistaken  and  confused  if  he  does  not  heed 
the  dictionary  which  such  acts  contain. 
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Remembering  all  this,  we  see  at  once  that  it  is 
principally  remunerative  capital  which  is  transferable 
from  employment  to  employment.  Some  tools  and 
instruments  are  no  doubt  used  in  many  trades,  es- 
pecially the  complex  ones  :  knives,  hammers,  twine, 
and  nails  can  be  used,  are  used,  in  a  thousand ;  the 
existing  stock  of  these  is  transferred  bodily  when 
capital  migrates  from  an  employment :  but  in  gen- 
eral, as  I  have  said  before,  the  effect  of  the  migration 
on  co-operative  capital  is  to  change  the  speed  with 
which  the  existing  machines  are  worked  out,  and  the 
nature  of  the  new  machines  which  are  made ;  the 
"live  skill"  of  an  artisan  being  treated  as  a  machine. 
On  remunerative  capital  the  effect  is  simpler.  As 
a  rule,  much  the  same  commodities  reward  labor  in 
different  trades,  and  if  one  trade  declines  and  another 
rises,  the  only  effect  is  to  change  the  laborer  who 
gets  these  commodities  ;  or  if  the  change  be  from  a 
trade  which  employs  little  skilled  labor  to  one  which 
employs  much,  then  the  costly  commodities  which 
skilled  labor  wants  will  be  in  demand,  more  of  them 
will  be  made,  and  there  will  be  an  increase  of  ani- 
mation in  all  the  ancillary  trades  which  help  their 
making. 

We  see  also  more  distinctly  than  before  what  we 
mean  by  an  "employment":  we  mean  a  group  of 
persons  with  fitting  tools  and  of  fitting  skill,  paid  by 
the  things  they  like.  I  purposely  speak  of  "tools" 
to  include  all  machines,  even  the  greatest,  for  I 
want  to  fix  attention  on  the  fact  that  everything 
depends  on  the  effort  of  man,  on  the  primary  fruit 
of  human  labor;  without  this  to  start  with,  all  else 
is  useless.  And  I  use  it  out  of  brevity  to  include 
such  things  as  coal  and  materials,  which  for  any 
other  purpose  no  one  would  call  so,  but  which  are 
plainly  the  same  for  what  we  have  now  to  do  with. 

And  "employment"  in  any  large  trade  implies 
an  "employer."  The  capitalist  is  the  motive  power 
in  modern  production,  in  the  "great  commerce."  He 
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settles  what  goods  shall  be  made,  and  what  not ; 
what  brought  to  market,  and  what  not.  He  is  the 
general  of  the  army  ;  he  fixes  on  the  plan  of  oper- 
ations, organizes  its  means,  and  superintends  its  ex- 
ecution. If  he  does  this  well,  the  business  succeeds 
and  continues ;  if  he  does  it  ill,  the  business  fails 
and  ceases :  everything  depends  on  the  correctness 
of  the  unseen  decisions,  on  the  secret  sagacity  of  the 
determining  mind.  And  I  am  careful  to  dwell  on 
this,  though  it  is  so  obvious,  and  though  no  man  of 
business  would  think  it  worth  mentioning,  because 
books  forget  it,  —  because  the  writers  of  books  are 
not  familiar  with  it.  They  are  taken  with  the  con- 
spicuousness  of  the  working  classes  :  they  hear  them 
say,  It  is  we  who  made  Birmingham,  we  who  made 
Manchester;  but  you  might  as  well  say  that  it  was 
the  "compositors"  who  made  the  Times  newspaper. 
No  doubt  the  craftsmen  were  necessary  to  both,  but 
of  themselves  they  were  insufficient  to  either.  The 
printers  do  not  settle  what  is  to  be  printed ;  the 
writers  even  do  not  settle  what  is  to  be  written :  it 
is  the  editor  who  settles  everything.  He  creates  the 
Times  from  day  to  day ;  on  his  power  of  hitting  the 
public  fancy  its  prosperity  and  power  rest ;  every- 
thing depends  on  his  daily  bringing  to  the  public 
exactly  what  the  public  wants  to  buy ;  the  rest  of 
Printing-House  Square  —  all  the  steam  presses,  all  the 
type,  all  the  staff,  clever  as  so  many  of  them  are  — 
are  but  implements  which  he  moves.  In  the  very 
same  way  the  capitalist  edits  the  "business":  it  is 
he  who  settles  what  commodities  to  offer  to  the  pub- 
lic, how  and  when  to  offer  them,  and  all  the  rest 
of  what  is  material.  This  monarchical  structure  of 
money  business  increases  as  society  goes  on,  just  as 
the  corresponding  structure  of  war  business  does,  and 
from  the  same  causes.  In  primitive  times  a  battle 
depends  as  much  on  the  prowess  of  the  best  fighting 
men,  of  some  Hector  or  some  Achilles,  as  on  the 
good  science  of  the  general ;  but  nowadays  it  is  a 
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man  at  the  far  end  of  a  telegraph  wire  —  a  Count 
Moltke,  with  his  head  over  some  papers  —  who  sees 
that  the  proper  persons  are  slain,  and  who  secures 
the  victory.  So  in  commerce.  The  primitive  weavers 
are  separate  men  with  looms  apiece,  the  primitive 
weapon  makers  separate  men  with  flints  apiece ;  there 
is  no  organized  action,  no  planning,  contriving,  or  fore- 
seeing in  either  trade,  except  on  the  smallest  scale  : 
but  now  the  whole  is  an  affair  of  money  and  man- 
agement, of  a  thinking  man  in  a  dark  office  com- 
puting the  prices  of  guns  or  worsteds.  No  doubt  in 
some  simple  trades  these  essential  calculations  can  be 
verified  by  several  persons,  —  by  a  board  of  directors, 
or  something  like  it ;  but  these  trades,  as  the  sagacity 
of  Adam  Smith  predicted*  and  as  painful  experience 
now  shows,  are  very  few  :  the  moment  there  comes 
anything  difficult  or  complicated,  the  Board  "  does  not 
see  its  way " ;  and  then,  except  it  is  protected  by 
a  monopoly,  or  something  akin  to  monopoly,  the 
individual  capitalist  beats  it  out  of  the  field.  But  the 
details  of  this  are  not  to  my  present  purpose.  The 
sole  point  now  material  is,  that  the  transference  of 
capital  from  employment  to  employment  involves  the 
pre-existence  of  employment,  and  this  pre-existence 
involves  that  of  "employers";  of  a  set  of  persons  — 
one  or  many,  though  usually  one  —  who  can  effect  the 
transfer  of  that  capital  from  employment  to  employ- 
ment, and  can  manage  it  when  it  arrives  at  the 
employment  to  which  it  is  taken. 

And  this  management  implies  knowledge.  In  all 
cases  successful  production  implies  the  power  of 
adapting  means  to  ends,  of  making  what  you  want 
as  you  want  it  :  but  after  the  division  of  labor  has 
arisen,  it  implies  much  more  than  this;  it  then  re- 
quires too  that  the  producer  should  know  the  wants 
of  the  consumer,  —  a  man  whom  he  mostly  has  never 
seen,  whose  name  probably  he  does  not  know,  very 
likely  even  speaking  another  language,  living  accord- 
ing to  other  habits,  and  having  scarcely  any  point 

*"  Wealth  of  Nations,"  Book  v.,  Chap.    i. 
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of  intimate  relation  to  the  producer  except  a  liking 
for  what  he  produces.  And  if  a  person  who  does  not 
see  is  to  suit  another  who  is  not  seen,  he  must 
have  much  head  knowledge,  an  acquired  learning  in 
strange  wants  as  well  as  of  the  mode  of  making 
things  to  meet  them.  A  person  possessing  that 
knowledge  is  necessary  to  the  process  of  transferring 
capital,  for  he  alone  can  use  it  when  the  time 
comes ;  and  if  he  is  at  the  critical  instant  not  to  be 
found,  the  change  fails,  and  the  transfer  is  a  loss 
and  not  a  gain. 

.  This  description  of  the  process  by  which  capital  is 
transferred,  and  of  what  we  mean  by  it,  may  seem 
long,  but  it  will  enable  us  to  be  much  shorter  in 
showing  the  conditions  which  that  transfer  implies. 
First,  it  presupposes  the  existence  of  transferable 
labor;  and  I  showed  before  how  rare  transferable 
labor  is  in  the  world,  and  how  very  peculiar  are  its 
prerequisites.  You  cannot  have  it  unless  you  have 
a  strong  government,  which  will  keep  peace  in  the 
delicate  line  on  which  people  are  moving.  You 
must  not  have  fixed  castes  in  inherited  occupations, 
which  at  first  are  ways  and  means  to  do  without  a 
strong  government,  but  which  often  last  on  after  it 
begins  ;  you  must  not  have  a  local  army  which  roots 
men  to  fixed  spots  for  military  purposes,  and  there- 
fore very  much  to  fixed  pursuits:  and  you  must  not 
have  slavery,  for  this  is  an  imperfect  substitute  for 
free  transferable  labor,  which  effectually  prevents  the 
existence  of  it.  Complete  freedom  of  capital  pre- 
supposes complete  freedom  of  labor,  and  can  only  be 
attained  when  and  where  this  exists. 

No  doubt  capital  begins  to  move  much  before  the 
movement  of  labor  is  perfect.  The  first  great  start 
of  it  commences  with  a  very  unpopular  person,  who 
is  almost  always  spoken  evil  of  when  his  name  is 
mentioned,  but  in  whom  those  who  know  the  great 
things  of  which  he  has  been  the  forerunner  will  al- 
ways take  a  great  interest ;  it  is  the  money-lender  in 
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a  primitive  community  whose  capital  is  first  trans- 
ferred readily  from  occupation  to  occupation.  Suppose 
a  new  crop,  say  cotton,  becomes  suddenly  lucrative  ; 
immediately  the  little  proprietors  throng  to  the  money- 
lender to  obtain  funds  to  buy  cotton :  a  new  trade 
is  begun  by  his  help,  which  could  not  have  been 
begun  without  him.  If  cotton  ceases  to  be  a  good 
crop,  he  ceases  to  lend  to  grow  it ;  his  spare  cap- 
ital either  remains  idle  or  goes  to  some  other  loan, 
perhaps  to  help  some  other  crop  which  has  taken  the 
place  of  cotton  in  profitableness.  There  is  no  more 
useful  trade  in  early  civilization,  though  there  is  none 
which  has  such  a  bad  name ;  and  not  unnaturally, 
for  there  is  none  which  then  produces  more  evil  as 
well  as  good.  Securities  for  loans,  such  as  we  have 
them  in  developed  commerce,  are  rarely  to  be  met 
with  in  early  times  ;  the  land  —  the  best  security,  as 
we  think  it  —  is  then  mostly  held  upon  conditions 
which  prevent  its  being  made  in  that  way  available  ; 
there  is  little  movable  property  of  much  value,  and 
peasants  who  work  the  land  have  scarcely  any  of 
that  little  :  the  only  thing  they  can  really  pledge  is 
their  labor,  —  themselves.  But  then  when  the  loan 
is  not  paid,  "realizing  the  security"  is  only  possible 
by  making  the  debtor  a  slave ;  and  as  this  is  very 
painful,  the  creditor  who  makes  much  use  of  it  is 
hated.  Even  when  the  land  can  be  pledged,  peasant 
proprietors  never  think  that  it  ought  really  to  be 
taken  if  the  debt  for  which  it  is  pledged  is  not  paid  ; 
they  think  that  the  land  is  still  theirs,  no  matter 
how  much  has  been  lent  them  upon  it,  or  how  much 
they  have  neglected  to  pay.  But  odious  as  the 
"usurer"  thus  becomes,  he  is  most  useful  really, 
and  the  beginner  of  the  movement  which  creates  the 
' '  great  commerce. " 

Another  condition  which  precedes  the  free  transfer 
of  labor  —  the  first  prerequisite  of  the  free  transfer 
of  capital  —  is  slavery ;  and  within  its  limits  this 
is  free  enough,  —  indeed,  more  free  than  anything 
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else  similar,  for  you  have  not  to  consult  the  laborer 
at  all,  as  in  all  other  organizations  you  must.  The 
capitalist  buys  the  slave,  and  sets  him  to  do  not 
what  the  slave  likes,  but  what  he  himself  likes.  I  can 
imagine  that  a  theorist  would  say  beforehand  that 
this  was  the  best  way  of  getting  things  done,  though 
not  for  the  happiness  of  the  doer,*  —  it  makes  the 
"working  group"  into  an  army  where  the  general  is 
absolute,  and  desertion  penal ;  but  so  subtle  is  the 
nature  of  things,  that  actual  trial  shows  this  struc- 
ture of  society  not  to  be  industrially  superior  to  all 
others,  but  to  be  very  ineffectual  indeed,  and  indus- 
trially inferior  to  most  of  them.  The  slave  will  not 
work  except  he  is  made,  and  therefore  he  does  little  ; 
he  is  none  the  better,  or  little  the  better,  if  he  does 
his  work  well  than  if  he  does  it  ill,  and  therefore 
he  rarely  cares  to  do  it  very  well.  On  a  small  scale, 
and  under  careful  supervision,  a  few  slaves  carefully 
trained  may  be  made  to  do  very  good  work  ;  but  on 
any  large  scale  it  is  impossible,  —  a  gang  of  slaves 
can  do  nothing  but  what  is  most  simple  and  easy, 
and  most  capable  of  being  looked  after.  The  South- 
ern States  of  America,  for  some  years  before  their 
rebellion,  were  engaged  in  trying,  on  the  greatest 
scale  and  [with]  the  most  ample  means  the  world 
has  ever  seen,  the  experiment  how  far  slavery  would 
go ;  and  the  result  was  short,  —  they  never  could 
"make  brute  force  go  beyond  brute  work." 

Next,  in  order  that  capital  can  be  transferred,  it 
must  exist  and  be  at  the  disposal  of  persons  who 
wish  to  transfer  it.  This  is  especially  evident  as 
to  remunerative  capital,  which  we  have  seen  to  be 
the  most  transferable  of  all  capital;  but  the  earliest 
wages-paying  commodities  —  the  food  and  the  necessa- 
ries which  in  simple  communities  the  laborer  desires  — 


*  This  is  exactly  what  Carlyle  does  say,  passim ;  and  that  it  is  for  the 
welfare  of  the  doer  even  if  not'  for  his  happiness.  See  especially  "Life  of 
Sterling,"  Part  ii.,  Chap,  ii.,  and  "Latter  Day  Pamphlets,"  No.  1  ("The 
Present  Time  ").  —  ED. 
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are  accumulated  by  persons  who  want  them  for  their 
own  use,  and  who  will  not  part  with  them.  The 
"untransferable"  laborer  —  the  laborer  confined  to  a 
single  occupation  in  a  primitive  society — saves  cer- 
tain things  for  himself,  and  needs  them  for  himself, 
but  he  has  no  extra  stock.  He  has  no  use,  indeed, 
for  it :  in  a  society  where  there  is  no  transferable 
labor  or  need  to  hire,  there  is  no  motive,  or  almost 
none,  for  an  accumulation  of  wages-paying  capital 
which  is  to  buy  labor.  The  idea  of  it,  simple  as  it 
seems  to  us,  is  one  of  a  much  later  age,  like  that 
in  which  labor  seeking  to  be  hired  is  the  commonest 
of  things,  and  therefore  the  commodities  needed  for 
hiring  it  are  among  the  commonest  too.  The  means 
of  buying  and  the  thing  bought  inevitably  in  such  a 
case  as  this  grow  together. 

As  to  the  other  kind  of  capital,  —  that  which  aids 
labor,  the  co-operative  kind,  —  the  scientific  study  of 
savage  tribes,  which  is  so  peculiar  a  feature  of  the 
present  world,  has  brought  out  its  scantiness  —  I 
might  say  its  meanness  —  almost  more  distinctly  than 
it  has  brought  out  anything  else.  Sir  John  Lubbock, 
one  of  our  greatest  instructors  on  this  matter,  tells  us 
the  implements  of  the  Australians 

"  are  very  simple.  They  have  no  knowledge  of  pottery,  and  carry 
water  in  a  small  vessel  made  of  bark.  They  are  quite  ignorant  of 
warm  water,  which  strikes  them  with  great  amazement.  Some  of 
them  carry  'a  small  bag  about  the  size  of  a  moderate  cabbage 
net,  which  is  made  by  laying  threads  loop  within  loop,  somewhat  in 
the  manner  of  knitting  used  by  our  ladies  to  make  purses.  This 
bag  the  man  carries  loose  upon  his  back  by  a  small  string,  which 
passes  over  his  head  ;  it  generally  contains  a  lump  or  two  of  paint 
and  resin,  some  fish-hooks  and  lines,  a  shell  or  two  out  of  which 
their  hooks  are  made,  a  few  points  of  darts,  and  their  usual  orna- 
ments, which  includes  the  whole  worldly  treasure  of  the  richest  man 
among  them.'"* 

All  travelers  say  that  rude  nations  have  no  stock  of 
anything, — no  materials  lying  ready  to  be  worked 
up,  no  idle  tools  waiting  to  be  used ;  the  whole  is 


*  "Prehistoric  Times,"  page  349  (Chap.  xi.). 
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a  "hand-to-mouth"  world:  and  this  is  but  another 
way  of  saying  that  in  such  societies  there  is  no 
capital  of  this  kind  to  be  transferred.  We  said  just 
now  that  what  we  meant  by  "transfer"  in  such  a 
case  was  a  change  in  the  sort  of  stock,  —  the  kind 
of  materials,  the  kind  of  machines,  the  kind  of  living 
things  to  be  used  fastest  and  worn  out  quickest ; 
but  in  these  poverty-stricken  early  societies  there  is 
substantially  no  such  stock  at  all.  Every  petty  thing 
which  there  exists  is  already  being  used  for  all  its 
petty  purposes,  and  cannot  be  worked  more  quickly 
than  it  already  is,  or  be  worn  out  more  rapidly  than 
it  is  being  worn  out. 

Next,  this  capital  must  be  concentrated  in 
"trades,"  else  it  cannot  be  transferred  from  trade  to 
trade  for  the  sake  of  profit ;  and  it  must  be  worked 
by  a  single  capitalist  or  little  group  of  capitalists, 
as  the  case  may  be,  else  the  trade  will  not  yield 
profit :  and  this,  as  has  been  explained,  is  not  a  uni- 
versal feature  of  all  times,  but  a  special  characteristic 
of  somewhat  advanced  eras.  And  there  must  be 
the  knowledge  capable  of  employing  that  capital,  — 
a  knowledge  which  altogether  differs  in  different 
trades.  Nowadays  the  amount  of  the  difference  is  a 
little  disguised  from  us  because  we  see  people  with 
"capital"  in  various  pursuits, — that  is,  who  are 
traders  in  each  and  all  of  them;  but  such  persons 
could  not  do  this  unless  they  were  assisted  by  more 
specialized  persons.  The  same  principle  governs  polit- 
ical administration.  Sir  George  Lewis,  one  of  the 
most  capable  judges  of  it  in  our  time,  has  observed : 

"The  permanent  officers  of  a  department  are  the  depositaries  of 
its  official  tradition ;  they  are  generally  referred  to  by  the  political 
head  of  the  office  for  information  on  questions  of  official  practice, 
and  knowledge  of  this  sort  acquired  in  one  department  would  be 
useless  in  another.  If,  for  example,  the  chief  clerk  of  the  criminal 
department  of  the  Home  Office  were  to  be  transferred  to  the 
Foreign  Office,  or  to  the  Admiralty,  the  special  experience  which 
he  has  acquired  at  the  Home  Office,  and  which  is  in  daily  requi- 
sition for  the  guidance  of  the  Home  Secretary,  would  be  utterly 
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valueless  to  the  Foreign  Secretary,  or  to  the  First  Lord  of  the 
Admiralty.  .  .  .  Where  a  general  superintendence  is  required,  and 
assistance  can  be  obtained  from  subordinates,  and  where  the  chief 
qualifications  are  judgment,  sagacity,  and  enlightened  political  opin- 
ions, such  a  change  of  offices  is  possible ;  but  as  you  descend 
lower  in  the  official  scale,  the  specialty  of  functions  increases,  —  the 
duties  must  be  performed  in  person,  with  little  or  no  assistance, 
and  there  is  consequently  a  necessity  for  special  knowledge  and 
experience.  Hence  the  same  person  may  be  successively  at  the 
head  of  the  Home  Office,  the  Foreign  Office,  the  Colonial  Office, 
and  the  Admiralty  ;  he  may  be  successively  President  of  the  Board 
of  Trade,  and  Chancellor  of  the  Exchequer;  but  to  transfer  an 
experienced  clerk  from  one  office  to  another  would  be  like  trans- 
ferring a  skillful  naval  officer  to  the  army,  or  appointing  a  military 
engineer  officer  to  command  a  ship  of  war."* 

And  just  so  in  mercantile  business,  —  there  are  cer- 
tain general  principles  which  are  common  to  all 
kinds  of  it,  and  a  person  can  be  of  considerable  use 
in  more  than  one  kind  if  he  understands  these  prin- 
ciples, and  has  the  proper  sort  of  mind ;  but  the 
appearance  of  this  common  element  is  in  commerce, 
as  in  politics,  a  sign  of  magnitude,  and  primitive 
commerce  is  all  petty.  In  early  tribes  there  is  noth- 
ing but  the  special  man,  —  the  clothier,  the  mason, 
the  weapon  maker.  Each  craft  tried  to  be,  and  very 
much  was,  a  mystery  except  to  those  who  carried  it 
on ;  the  knowledge  required  for  each  was  possessed 
by  few,  kept  secret  by  those  few,  and  nothing  else 
was  of  use  but  this  monopolized  and  often  inherited 
acquirement, — there  was  no  "  general"  business 
knowledge.  The  idea  of  a  general  art  of  money- 
making  is  very  modern  ;  almost  everything  ancient 
about  it  is  individual  and  particular.  Distance 
helped  much  in  this  kind  of  specialty :  to  the  great 
fair  of  Stourbridge,  in  the  South  of  England,  there 
came,  we  are  told,  beside  foreign  products, 

"the  wool-packs,  which  then  formed  the  riches  of  England,  and 
were  the  envy  of  outer  nations.  The  Cornish  tin-mine  sent  its 
produce,  stamped  with  the  sign  of  the  rich  earl  who  bought  the 


*See  also  Vol.  iii.,  pages  230,  231. 
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throne  of  the  German  empire,  or  of  the  warlike  prince  who  had 
won  his  spurs  at  Crecy  and  captured  the  French  king  at  Poictiers. 
Thither  came  also  salt  from  the  springs  of  Worcestershire,  as  well 
as  that  which  had  been  gathered  under  the  summer  sun' from  the 
salterns  of  the  eastern  coasts.  Here  too  might  be  found  lead  from 
the  mines  of  Derbyshire,  and  iron,  either  raw  or  manufactured, 
from  the  Sussex  forges."* 

In  an  age  when  locomotion  was  tedious  and  costly, 
the  mere  distance  of  the  separate  seats  of  industry 
tended  to  make  separate  monopolies  of  them.  Other 
difficulties  of  transferring  capital  were  aggravated 
by  the  rarity  and  the  localization  of  the  knowledge 
necessary  for  carrying  it  on. 

Next,  as  we  have  seen,  for  the  attraction  of  capital 
from  trade  to  trade,  there  must  be  a  money  in  which 
to  calculate  such  profits,  and  a  good  money  too. 
Many  media  of  interchange  which  have  been  widely 
used  in  the  world,  and  which  are  quite  good  enough 
for  many  purposes,  are  quite  unfit  for  this.  Cattle, 
for  instance,  which  were  certainly  one  of  the  first 
used  kinds  of  money,  and  which  have  been  said  to 
have  been  that  most  used,  because  what  we  call  the 
"primitive  ages"  lasted  so  long,  are  quite  inadequate. 
They  are  good  enough  for  present  bargains,  but  not 
for  the  forward  and  backward  looking  calculations  of 
profit  and  loss ;  the  notation  is  not  distinct  enough 
for  accuracy.  One  cow  is  not  exactly  like  another : 
a  price  list  saying  that  so  much  raw  cotton  was 
worth  20  cows,  and  so  much  cotton  worth  30  cows, 
would  not  tell  much  for  the  purpose ;  you  could  not 
be  sure  what  cows  you  would  have  to  give  or  you 
would  get,  —  there  might  be  a  "loss  by  exchange" 
which  would  annihilate  profit.  Until  you  get  good 
coined  money,  calculations  of  profit  and  loss  that 
could  guide  capital  are  impossible. 

Next,  there  must  be  the  means  of  shifting 
"money,"  which  we  analyzed:  the  loan  fund,  the 

*Thorold  Rogers,  "History  of  Prices,"  Vol.  i.,  pp.  HI,  142;  rewritten  in 
his  "  Work  and  Wages,"  page  151. 
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speculative  fund,  and  the  choice  of  employment  by 
young  capitalists,  or  some  of  them.  The  loan  fund 
on  a  small  scale  is,  as  we  have  seen,  a  very  early 
institution ;  it  begins  in  the  primitive  village  almost 
as  soon  as  any  kind  of  trade  begins  at  all,  and  a 
perception  of  its  enormous  value  is  one  of  the  ear- 
liest pieces  of  true  economical  speculation.  "In  the 
Athenian  laws,"  says  Demosthenes,  "are  many  well- 
devised  securities  for  the  protection  of  the  creditor; 
for  commerce  proceeds  not  from  the  borrowers,  but 
from  the  lenders,  without  whom  no  vessel,  no  navi- 
gator, no  traveler  could  depart  from  port."  *  Even 
in  these  days  we  could  hardly  put  the  value  of  dis- 
counts and  trade  loans  higher.  But  though  the  loan 
fund  begins  so  early  in  civilization,  and  is  prized  so 
soon,  it  grows  very  slowly ;  the  full  development  — 
modern  banking  such  as  we  are  familiar  with  in 
England  —  stops  where  the  English  language  ceases 
to  be  spoken.  The  peculiarity  of  that  system  is,  that 
it  utilizes  all  the  petty  cash  of  private  persons  down 
nearly  to  the  end  of  the  middle  class  :  this  is  lodged 
with  bankers  on  running  account,  and  though  inces- 
santly changing  in  distribution,  the  quantity  is  nearly 
fixed  on  the  whole,  for  most  of  what  one  person  pays 
out,  others  almost  directly  pay  in :  and  therefore  it 
is  so  much  added  to  the  loan  fund  which  bankers 
have  to  use,  —  though  as  credit  is  always  precarious, 
they  can  of  course  only  use  it  with  caution.  Besides 
this,  English  bankers  have  most  of  the  permanent 
savings  of  little  persons  deposited  with  them,  and  so 
have  an  unexampled  power  of  ready  lending.  But 
ages  of  diffused  confidence  are  necessary  to  establish 
such  a  system,  and  peculiar  circumstances  in  the 
banking  history  of  England,  and  of  Scotland  still 
more,  have  favored  it ;  our  insular  position,  exempt- 
ing us  from  war,  and  enabling  our  free  institutions 
to  develop  both  quietly  and  effectually,  is  at  the  very 
root  of  it.  But  here  until  within  a  hundred  years 

*  Oration  against  Phormio,  at  the  close. 
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there  was  no  such  concentration  of  minute  moneys, 
no  such  increment  to  the  loan  fund,  and  abroad 
there  is  nothing  equal  to  it  now  ;  taking  history  as  a 
whole,  it  is  a  rare  and  special  phenomenon.  Mostly 
the  loan  fund  of  a  country  consists  of  such  parts 
of  its  moneyed  savings  as  those  who  have  saved 
them  are  able  to  lend  for  themselves.  As  countries 
advance,  banking  slowly  begins ;  and  some  persons 
who  are  believed  to  have  much  are  intrusted  with 
the  money  of  others,  and  become  a  sort  of  middlemen 
to  put  it  out :  but  almost  everywhere  the  loan  fund 
is  very  small  to  our  English  notions.  It  is  a  far 
less  efficient  instrument  for  conveying  capital  from 
trade  to  trade  everywhere  else  than  here ;  in  very 
many  countries  it  is  only  incipient,  in  some  it  can 
hardly  be  said  to  exist  at  all. 

The  speculative  fund,  as  I  have  called  it,  has 
also  but  a  bounded  range  of  action.  The  number 
of  persons  who  have  large  moneyed  savings  who 
are  willing  to  invest  them  in  new  things  is  in  Eng- 
land considerable,  but  in  most  countries  it  is  small. 
Such  persons  fear  the  unknown  ;  they  have  a  good 
deal  to  lose,  and  they  do  not  wish  to  lose  it.  In  most 
communities  there  is  not  even  the  beginning  of  a 
settled  opinion  to  tell  them  which  undertaking  is 
likely  to  be  good  and  which  bad.  In  the  industrial 
history  of  most  countries,  the  most  marked  feature 
is  an  extreme  monotony :  enterprises  are  few ;  the 
same  things  continue  for  ages  to  be  done  in  the 
same  way.  The  data  which  should  guide  original 
minds  are  few  and  insufficient.  There  was  not  such 
a  thing  as  a  "  price  list "  in  any  ancient  community : 
no  Athenian  merchant  could,  by  looking  over  a  file 
of  figures,  see  which  commodities  were  much  lower 
in  their  average  price,  and  which  therefore  might 
be  advantageously  bought  with  money  that  he  could 
not  employ  in  his  usual  trade.  Even  for  so  simple 
a  speculation  as  this,  according  to  our  present  notions, 
the  data  did  not  exist ;  and  for  more  complex  ones 
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the  knowledge  was  either  altogether  wanting  or  con- 
fined to  a  few  persons,  none  of  whom  might  have 
the  idle  capital.  The  speculative  fund  does  not  be- 
come a  force  of  first-rate  magnitude  till  we  have  in 
the  same  community  a  great  accumulation  of  spare 
capital  and  a  wide  diffusion  of  sound  trade  knowl- 
edge ;  and  then  it  does. 

The  free  choice  by  young  men  of  the  mode  in 
which  they  will  invest  the  capital  which  they  possess 
is  also  in  the  early  times  of  trade  much  hindered 
and  cramped,  and  it  only  gains  anything  near,  the 
effective  influence  which  it  now  has  with  us  in  quite 
late  times.  For  a  long  period  of  industrial  history 
special  associations  called  "guilds"  prohibited  it; 
these  kept  each  trade  apart,  and  prevented  capital 
from  going  from  one  to  the  other.  They  even  kept 
the  trade  of  city  A  quite  apart  from  the  same  trade 
in  city  B ;  they  would  not  let  capital  or  labor  flow 
from  one  to  the  other.  These  restrictive  hedges  grew 
up  naturally,  and  there  was  no  great  movement 
to  throw  them  down  ;  they  strengthened  what  was 
already  strong,  and  that  which  was  weak  made  no 
protest.  The  general  ignorance  of  trade  matters  in 
such  communities  made  it  seem  quite  reasonable  to 
keep  each  trade  to  those  who  understood  it ;  other 
people  going  into  it  would,  it  was  imagined,  only 
do  it  ill,  lose  their  money,  and  hurt  those  who  did 
it  well  by  a  pernicious  competition.  We  now  know 
that  this  is  a  great  error;  that  such  guilds  did  far 
more  harm  than  good,  that  only  experiment  can  show 
where  capital  will  answer  in  trade,  that  it  is  from 
the  outsider  that  the  best  improvements  commonly 
come :  but  these  things,  which  are  now  commonplaces 
after  experience,  were  paradoxes  before  it.  The  first 
deduction  of  the  uninstructed  mind  was  and  is  the 
other  way ;  nor  is  it  dispelled  by  mere  argument,  — 
civilization  must  increase,  trade  ideas  must  grow 
and  spread,  and  idle  capital  waiting  to  change  must 
accumulate ;  till  these  things  have  happened,  the  free 
VOL.  V.— 20 
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choice  by  a  young  man  how  he  will  invest  his  capital 
is  not  the  common  rule,  but  the  rare  exception  ;  it  is 
not  what  mostly  happens  though  it  may  be  resisted, 
but  what  happens  only  where  it  is  unusually  helped. 
Even  where  there  is  no  formal  guild,  the  circum- 
stances which  have  elsewhere  created  so  many  create 
an  informal  monopoly,  mostly  much  stronger  than 
any  force  which  strives  to  infringe  it. 

None,  therefore,  of  the  three  instruments  which 
now  convey  capital  from  employment  to  employment 
can  in  early  times  be  relied  on  for  doing  so,  even 
when  that  capital  exists,  and  when  some  labor  at 
least  is  available  to  be  employed  by  it :  neither  the 
loan  fund  nor  the  speculative  fund  nor  the  free  choice 
of  a  trade  by  young  men  is  then  a  commonly  pre- 
dominant power ;  nor  do  the  whole  three  taken  to- 
gether commonly  come  to  much  in  comparison  with 
the  forces  opposed  to  them. 

And  even  if  their  intrinsic  strength  had  been 
far  greater  than  it  was,  it  would  often  have  been 
successfully  impeded  by  the  want  of  a  final  condition 
to  the  free  transfer  of  capital,  of  which  I  have  not 
spoken  yet ;  this  is  a  political  condition.  We  have 
seen  that  for  the  free  transfer  of  labor  from  em- 
ployment to  employment,  a  strong  government  is 
necessary.  The  rules  regulating  the  inheritance  of 
trades  and  the  fixed  separations  of  labor  were  really 
contrivances  to  obtain  some  part  of  the  results  of 
the  division  of  labor,  when  for  want  of  an  effectual 
government,  punishing  quarrels  and  preserving  life, 
free  competition  and  movement  in  labor  were  impos- 
sible ;  and  this  same  effectual  government  is  equally 
necessary,  as  need  not  be  explained,  for  the  free 
migration  of  money.  That  migration  needs  peace 
and  order  quite  as  obviously  as  the  migration  of 
labor  ;  and  those  who  understand  the  delicacy  of  the 
process  will  need  no  proof  of  it.  But  though  a  strong 
government  is  required,  something  more  is  wanted 
too :  for  the  movement  of  capital  we  need  a  fair 
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government.  If  capital  is  to  be  tempted  from  trade 
to  trade  by  the  prospect  of  high  profits,  it  must  be 
allowed  to  keep  those  profits  when  they  have  been 
made ;  but  the  primitive  notion  of  taxation  is,  that 
when  a  government  sees  much  money  it  should  take 
some  of  it,  and  that  if  it  sees  more  money  it  should 
take  more  of  it.  Adam  Smith  laid  down  as  a  fund- 
amental canon  that  taxes  ought  to  be  fevied  at  the 
time  when,  and  in  the  manner  in  which,  it  is  most 
easy  for  the  tax-payer  to  pay  them ;  but  the  primitive 
rule  is,  to  take  them  when  and  how  it  is  most  easy 
to  find  and  seize  them.  Under  governments  with  that 
rule,  'persons  who  are  doing  well  shrink  from  showing 
that  they  are  doing  well ;  those  who  are  making 
money  refuse  to  enjoy  themselves,  and  will  show 
none  of  the  natural  signs  of  that  money,  lest  the 
tax-gatherer  should  appear  and  should  take  as  much 
as  he  likes  of  it.  A  socialist  speaker  once  spoke 
of  a  "healthy  habit  of  confiscation,"  and  that  habit 
has  been  much  diffused  over  the  world ;  wherever 
it  exists  it  is  sure  exceedingly  to  impede  the  move- 
ments of  capital,  and  where  it  abounds,  to  prevent 
them. 

These  reasonings  give  us  a  conception  of  a  "pre- 
economic"  era,  when  the  fundamental  postulates  of 
political  economy,  of  which  we  have  spoken,  were 
not  realized,  and  show  us  that  the  beginnings  of 
all  wealth  were  made  in  that  era.  Primitive  capital 
accumulated  in  the  hands  of  men  who  could  neither 
move  it  nor  themselves ;  who  really  never  thought 
of  doing  either ;  to  whom  either  would  often  have 
seemed  monstrous  if  they  could  have  thought  of  it, 
and  in  whose  case  either  was  still  more  bften  pre- 
vented by  insuperable  difficulties.  And  this  should 
warn  us  not  to  trust  the  historical  retrospect  of  econ- 
omists, merely  because  we  see  and  know  that  their 
reasonings  on  the  events  and  causes  of  the  present 
world  are  right :  early  times  had  different  events 
and  different  causes.  Reasoners  like  economists  —  and 
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there  are  many  others  like  them  —  are  apt  to  modify 
the  famous  saying  of  Plunket  :  they  turn  history 
not  into  an  old  almanac,  but  into  a  new  one  ;  they 
make  what  happens  now  to  have  happened  always, 
according  to  the  same  course  of  time. 

And  these  reasonings  also  enable  us  to  explain 
what  is  so  common  in  all  writing  concerning  those 
early  and  pre-economic  times.  One  of  the  commonest 
phenomena  of  primitive  trade  is  " fixed"  prices;  and 
the  natural  inquiry  of  every  one  who  is  trained  in 
our  political  economy  is,  How  could  these  prices  be 
maintained  ?  They  seem  impossible  according  to  the 
teaching  which  he  has  received,  and  yet  they  were 
maintained  for  ages  ;  they  lasted  longer  than  many 
things  nowadays  which  we  do  not  reckon  short-lived. 
One  explanation  is,  that  they  were  maintained  by 
custom  ;  but  this  fails  at  the  crisis,  for  the  question 
is,  How  could  the  custom  be  maintained  ?  The  un- 
changing price  could  not  always  be  right  under 
changing  circumstances.  Why  did  not  capital  and 
labor  flow  into  the  trades  which  at  the  time  had 
more  than  their  " natural"  price,  desert  those  which 
had  less,  and  so  disturb  the  first  with  a  plethora 
and  the  second  with  a  scarcity  ?  The  answer,  we 
now  see,  is,  that  what  we  have  been  used  to  call 
"natural"  is  not  the  first  but  the  second  nature  of 
men ;  that  there  were  ages  when  capital  and  labor 
could  not  migrate,  when  trade  was  very  much  one 
of  monopoly  against  monopoly.  And  in  such  a  soci- 
ety, fixing  a  price  is  a  primitive  way  of  doing  what 
in  after  ages  we  do  as  far  as  we  can  ;  it  is  a  mode 
of  regulating  the  monopoly, — of  preventing  the  inces- 
sant dissensions  which  in  all  ages  arise  about  what 
is  a  just  price  and  what  is  not,  when  there  is  no 
competition  to  settle  that  price.  The  way  in  which 
"custom"  settles  prices, — how  it  gradually  arrives 
at  what  is  right  and  proper,  or  at  least  at  what  is 
endurable,  —  one  cannot  well  say ;  probably  many 
incipient  customary  prices  break  down  before  the  one 
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which  suits  and  lasts  is  stumbled  upon.  But  defects 
of  this  rule-of-thumb  method  are  no  reproach  to 
primitive  times  ;  when  we  try  to  regulate  monopolies 
ourselves  we  have  arrived  at  nothing  better.  The 
fares  of  railways  —  the  fixed  prices  at  which  these 
great  monopolies  carry  passengers  —  are  as  accidental, 
as  much  the  rough  results  of  inconclusive  experiments, 
as  any  prices  can  be. 

And  this  long  analysis  proves,  so  plainly  that  it 
would  be  tedious  to  show  it  again,  that  the  free 
movement  of  capital  from  employment  to  employ- 
ment within  a  nation,  and  the  consequent  strong 
tendency  to  an  equality  of  profits  there,  are  ideals 
daily  becoming  truer  as  competition  increases  and 
capital  grows  ;  that  all  the  hindrances  are  gradually 
diminishing,  all  the  incentives  enhancing,  and  all 
the  instruments  becoming  keener,  quicker,  and  more 
powerful. 

But  it  is  most  important  to  observe  that  this 
ideal  of  English  political  ecomomy  is  not,  like  most 
of  its  ideals,  an  ultimate  one.  In  fact,  the  "great 
commerce "  has  already  gone  beyond  it ;  we  can 
already  distinctly  foresee  a  time  when  that  com- 
merce will  have  merged  it  in  something  larger.  Eng- 
lish political  economy,  as  we  know,  says  that  capital 
fluctuates  from  trade  to  trade  within  a  nation,  and 
it  adds  that  capital  will  not  as  a  rule  migrate  beyond 
that  nation.  "Feelings,"  says  Ricardo,  "which  I 
should  be  sorry  to  see  weakened,  induce  most  men 
of  property  to  be  satisfied  with  a  low  rate  of  profits 
in  their  own  country,  rather  than  seek  a  more  ad- 
.vantageous  employment  for  their  wealth  in  foreign 
nations ; "  *  but  these  feelings  are  being  weakened 
every  day,  —  a  class  of  cosmopolitan  capitalists  has 
grown  up  which  scarcely  feels  them  at  all.  When 
Ricardo  wrote,  trade  of  the  modern  magnitude  was 
new ;  long  wars  had  separated  most  nations  from 
most  others,  and  especially  had  isolated  England  in 

*" Principles  of  Political  Economy,"  Chap.  viL 
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habit  and  in  feeling.  Ricardo  framed,  and  others 
have  continued,  a  theory  of  foreign  trade  in  which 
each  nation  is  bounded  by  a  ring  fence,  through 
which  capital  cannot  pass  in  or  out ;  but  the  present 
state  of  things  is  far  less  simple,  and  much  of  that 
theory  must  be  remodeled.  The  truth  is,  that  the 
three  great  instruments  for  transferring  capital  within 
a  nation,  whose  operation  we  have  analyzed,  have 
begun  to  operate  on  the  largest  scale  between  nations. 
The  "loan  fund,"  the  first  and  most  powerful  of 
these,  does  so  most  strikingly :  whenever  the  English 
money  market  is  bare  of  cash,  it  can  at  once  obtain 
it  by  raising  the  rate  of  interest, — that  is  to  say,  it 
can  borrow  money  to  the  extent  of  millions  at  any 
moment  to  meet  its  occasions,  or  what  is  the  same 
thing,  can  call  in  loans  of  its  own.  Other  nations 
can  do  so  too,  each  in  proportion  to  its  credit  and 
its  wealth  ;  though  none  so  quickly  as  England,  on 
account  of  our  superiority  in  these  things.  A  cosmo- 
politan loan  fund  exists,  which  runs  everywhere  as 
it  is  wanted  and  as  the  rate  of  interest  tempts  it. 

A  new  commodity,  one  of  the  greatest  growths 
of  recent  times,  is  used  to  aid  these  operations.  The 
"securities"  of  all  well-known  countries  —  their  na- 
tional debts,  their  railway  shares,  and  so  on  (a  kind 
of  properties  peculiar  to  the  last  two  centuries,  and 
increasing  now  most  rapidly)  —  are  dealt  in  through 
Europe  on  every  Stock  Exchange.  If  the  rate  of  in- 
terest rises  in  any  one  country,  the  price  of  such 
securities  falls ;  foreign  countries  come  in  and  buy 
them ;  they  are  sent  abroad,  and  their  purchase  money 
comes  here.  Such  interest-bearing  documents  are  a 
sort  of  national  "notes  of  hand,"  which  a  country 
puts  out  when  it  is  poor  and  buys  back  when  it  is 
rich. 

The  mode  in  'which  the  indemnity  from  France 
to  Germany  was  paid  is  the  most  striking  instance 
of  this  which  ever  occurred  in  the  world.  The  sum 
of  £200,000,000  was  the  largest  ever  paid  by  one  set  of 
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persons  to  another,  upon  a  single  contract,  since  the 
system  of  payments  began.  Without  a  great  lend- 
ing apparatus  such  an  operation  could  not  have  been 
effected  ;  the  resources  of  one  nation,  as  nations  now 
are,  would  not  have  been  equal  to  it :  in  fact,  it  was 
the  international  loan  fund  which  did  the  business. 

"We  may  say,"  M.  Say  states  in  Ms  official  report,  "that  all 
the  great  banking-houses  of  Europe  have  concurred  in  this  opera- 
tion ;  and  it  is  sufficient  to  show  the  extent  and  the  magnitude  of 
it  to  say  that  the  number  of  houses  which  signed  or  concurred  in 
the  arrangement  was  nftyrfive,  and  that  many  of  them  represented 
syndicates  of  bankers,  so  that  the  actual  number  concerned  was 
far  more  considerable."  "The  concentration,"  he  adds,  "of  the 
effects  of  all  the  banks  of  Europe  produced  results  of  an  unhoped- 
for magnitude.  All  other  business  of  a  similar  nature  was  almost 
suspended  for  a  time,  while  the  capital  of  all  the  private  banks 
and  of  all  their  friends  co-operated  in  the  success  of  the  French 
loans,  and  in  the  transmission  of  the  money  lent  from  country  to 
country.  This  was  a  new  fact  in  the  economical  history  of  Europe, 
and  we  should  attach  peculiar  importance  to  it." 

The  magnitude  of  it  as  a  single  transaction  was  in- 
deed very  new,  but  it  is  only  a  magnificent  instance 
of  what  incessantly  happens  ;  and  the  commonness 
of  similar  small  transactions,  and  the  amount  of  them 
when  added  together,  are  even  more  remarkable  and 
even  more  important  than  the  size  of  this  one  ;  and 
similar  operations  of  the  international  "loan  fund" 
are  going  on  constantly,  though  on  a  far  less  scale. 

We  must  not,  however,  fancy  that  this  puts  all 
countries  on  a  level  as  far  as  capital  is  concerned, 
because  it  can  be  attracted  from  one  to  another ;  on 
the  contrary,  there  will  always  tend  to  be  a  fixed 
difference  between  two  kinds  of  countries.  The  old 
country,  where  capital  accumulates,  will  always  on  an 
average  have  it  cheaper  than  the  new  country,  which 
has  saved  little  and  can  employ  any  quantity.  The 
Americans  in  the  Mississippi  Valley  are  naturally  a 
borrowing  community,  and  the  English  at  home  are 
naturally  lenders ;  and  the  rate  of  interest  in  the 
lending  country  will  of  course  be  less  than  that  in 
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the  borrowing  country.  We  see  approaches  —  distant 
approaches  even  yet,  but  still  distinct  approaches  — 
to  a  time  at  which  all  civilized  and  industrial  coun- 
tries will  be  able  to  obtain  a  proportionate  share  of 
the  international  loan  fund,  and  will  differ  only  in 
the  rate  they  have  to  pay  for  it. 

The  "speculative  fund"  is  also  becoming  common 
to  all  countries ;  and  it  is  the  English  who  have 
taken  the  lead,  because  they  have  more  money,  more 
practical  adaptation  to  circumstances,  and  more  in- 
dustrial courage  than  other  nations.  Some  nations, 
no  doubt,  have  as  much  or  more  of  one  of  these 
singly ;  but  none  have  as  much  of  the  efficiency 
which  is  the  combined  result  of  all  three.  The  way 
in  which  Continental  railways  -—  the  early  ones  es- 
pecially, when  the  idea  was  novel  —  were  made  by 
English  contractors  is  an  example  of  this.  When  Mr. 
Brassey,  the  greatest  of  them,  was  making  the  line 
from  Turin  to  Novara,  for  the  Italian  government, 
Count  Cavour  sent  one  morning  for  his  agent  and 
said,  "We  are  in  a  difficulty:  the  public  have  sub- 
scribed for  very  few  shares,  t*ut  I  am  determined  to 
carry  out  the  line ;  and  I  want  to  know  if  Mr.  Brassey 
will  take  half  the  deficiency  if  the  Italian  govern- 
ment will  take  the  other  half."  Mr.  Brassey  did  so, 
and  thus  the  railway  was  made.  This  is  the  inter- 
national speculative  fund  in  action,  and  the  world  is 
filled  with  its  triumphs. 

So  large,  so  daring,  and  indeed  often  so  reckless 
is  this  speculative  fund,  that  some  persons  have  im- 
agined that  there  was  nothing  which  would  seem 
absurd  to  it.  A  very  little  while  ago,  a  scheme  — 
a  fraudulent  scheme,  no  doubt — was  gravely  brought 
out,  for  a  ship  railway  over  the  Isthmus  of  Panama; 
the  ships  were  to  be  lifted  upon  the  line  on  one  side, 
and  lifted  off  and  returned  to  the  ocean  on  the  other  : 
but  even  the  "speculative  fund"  would  not  stand 
that,  and  the  scheme  collapsed.*  But  the  caricature 

*  The  scheme  was  perfectly  bona  fide ;  and  I  suspect  Bagehot's  sneer 
will  read  curiously  before  many  years.  —  ED. 
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shows  the  reality ;  we  may  use  it  to  remind  ourselves 
how  mobile  this  sort  of  money  is,  and  how  it  runs 
from  country  to  country  like  beads  of  quicksilver. 

Young  men  also  now  transfer  their  capital  from 
country  to  country  with  a  rapidity  formerly  un- 
known. In  Europe  perhaps  the  Germans  are  most 
eminent  in  so  doing :  their  better  school  education, 
their  better  trained  habits  of  learning  modern  lan- 
guages, and  their  readiness  to  bear  the  many  priva- 
tions of  a  residence  among  foreigners,  have  gained 
them  a  prominence  certainly  over  the  English  and 
the  French,  perhaps  above  all  other  nations.  But 
taking  the  world  as  a  whole,  the  English  have  a  vast 
superiority  :  they  have  more  capital  to  transfer,  and 
their  language  is  the  language  of  the  great  commerce 
everywhere,  and  tends  to  become  so  more  and  more. 
More  transactions  of  the  "cosmopolitan  speculative 
fund"  are  arranged  in  English,  probably,  than  in 
all  the  other  languages  of  the  world  put  together ; 
not  only  because  of  the  wealth  and  influence  of  mere 
England,  though  that  is  not  small,  but  because  of  the 
wealth  and  influence  of  the  other  states  which  speak 
that  language  also, — the  United  States,  our  colonies, 
and  British  India,  which  uses  it  mostly  for  its  largest 
trade.  The  number  of  English  commercial  houses  all 
over  the  world  is  immense,  and  of  American  very 
many  •  and  yearly  a  vast  number  of  young  English- 
men are  sent  out  to  join  them.  The  pay  is  high,  the 
prospect  good ;  and  insular  as  we  are  thought  to  be 
(and  in  some  respects  we  are  so  most  mischievously), 
the  emigration  of  young  men  with  English  capital, 
and  to  manage  English  capital,  is  one  of  the  great 
instruments  of  world-wide  trade  and  one  of  the  bind- 
ing forces  of  the  future. 

In  this  way  the  same  instruments  which  diffused 
capital  through  a  nation  are  gradually  diffusing  it 
among  nations,  and  the  effect  of  this  will  be  in  the 
end  much  to  simplify  the  problems  of  international 
trade ;  but  for  the  present,  as  is  commonly  the  case 
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with  incipient  causes  whose  effect  is  incomplete,  it 
complicates  all  it  touches.  We  still  have  to  consider, 
after  the  manner  Ricardo  began,  international  trade 
as  one  between  two  or  more  limits  which  do  not 
interchange  their  compound  capitals,  and  then  to  con- 
sider how  much  the  conclusions  so  drawn  are  modi- 
fied by  new  circumstances  and  new  causes.  And  as 
even  when  conceived  in  Ricardo's  comparatively  sim- 
ple manner,  international  trade,  as  Mr.  Mill  justly 
said  and  as  the  readers  of  his  discussion  on  it  well 
know,  is  an  excessively  difficult  subject  of  inquiry, 
we  may  expect  to  find  many  parts  of  it  very  hard  in- 
deed to  reduce  m  to  anything  like  simplicity  when  new 
incumbrances  are  added.  The  popular  discussion  of 
the  subject  tends  to  conceal  its  difficulties,  and  indeed 
is  mostly  conducted  by  those  who  do  not  see  them  ; 
nothing  is  commoner  than  to  see  statements  on  it  put 
forth  as  axioms  which  it  would  take  half  a  book 
really  to  prove  or  disprove  :  but  with  the  soundness 
or  unsoundness  of  such  arguments  I  have  at  present 
nothing  to  do.  The  object  of  these  papers  is  not  to 
examine  the  edifice  of  our  English  political  economy, 
but  to  define  its  basis :  nothing  but  unreality  can 
come  of  it  till  we  know  when  and  how  far  its  first 
assertions  are  true  in  matter  of  fact,  and  when  and 
how  far  they  are  not. 


THE   PRELIMINARIES 

OF 

POLITICAL    ECONOMY.* 
I. 

ADAM  SMITH  began  the  "Wealth  of  Nations"  about 
1773,  and  finished  it  in  1776 ;  and  as  our  modern 
political  economy  really  begins  from  that  time,  we 
may  fairly  say  that  it  is  now  a  hundred  years  old. 
In  that  century,  especially  in  England,  its  career  has 
been  most  remarkable.  No  form  of  philosophical 
speculation  (some  theologies  excepted,  which  are  not 
comparable)  has  ever  had  half  or  a  thousandth  part 
of  the  influence  upon  life  and  practice ;  no  abstract 
doctrine  was  ever  half  as  much  quoted  or  half  as 
much  acted  on.  The  whole  legislation  of  England  as 
to  trade  has  been  changed  by  the  philosophy  of  trade, 
and  the  life  of  almost  every  one  in  England  is  in 
consequence  different  and  better.  Other  countries,  it 
is  true,  have  not  equally  followed  this  teaching,  but 
they  have  continually  if  not  equally  discussed  it ;  the 
highest  class  of  cultivated  intellects  is  in  every  civil- 
ized country  more  or  less  affected  by  it.  When  a  little 
while  ago  M.  Thiers  began  to  talk  and  act  in  thorough 
opposition  to  the  whole  science,  a  shiver  of  wonder 
ran  through  Europe :  it  seemed  an  anachronism  to 

*  Written  in  1876  or  earlier.  It  will  be  obvious  that  some  of  the  leading 
ideas  of  the  previous  essays  are  repeated  in  this.  There  is,  however,  so 
much  that  is  fresh  in  it,  and  so  much  danger  of  bungling  in  any  attempt  to 
disentangle  the  fresh  matter  from  what  was  embodied  in  the  two  previous 
essays,  that  it  has  been  thought  better  to  run  some  little  risk  of  repetition 
rather  than  to  attempt  any  separation  of  the  old  and  new  by  any  other 
hand  than  the  author's.  —  R.  H.  H. 

(317) 
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find  so  able  a  mind  in  the  pre-economic  period,  and  a 
strange  survival  of  extinct  error  to  hear  him  expound- 
ing the  good  of  all  which  political  economy  showed 
to  be  bad  and  the  evil  of  all  which  political  economy 
proved  to  be  good.  No  kind  of  political  teaching  has 
ever  won  half  as  many  triumphs,  or  produced  half 
the  effects. 

But  nevertheless,  the  reputation  of  political  econ- 
omy is  not  altogether  satisfactory  to  the  minds  of 
those  who  most  value  and  prize  it ;  there  is  not  quite 
the  same  interest  felt  for  it,  or  quite  the  same  con- 
fidence reposed  in  it,  which  there  was  formerly.  A 
small  knot  of  persons  deny  its  value;  a  good  many 
people,  though  sure  they  are  wrong,  are  puzzled  by 
them  and  do  not  see  how  to  answer  them.  Many 
young  men,  even  studious  men,  especially  those  edu- 
cated abroad,  have  not  studied  its  best  writers,  and 
have  but  vague  views  about  it.  Though  victorious, 
it  wants  part  of  the  prestige  of  victory  ;  though  rich 
in  results,  its  credit  is  not  quite  as  good  as  on  that 
account  it  ought  to  be. 

The  truth  is,  that  the  story  of  political  economy, 
if  I  may  so  call  it,  is  a  curious  one  in  itself ;  the 
science  is  to  some  extent  a  new  sort  of  one  in  the 
world,  and  has  come  to  be  what  it  is  in  a  rather 
strange  way.  That  story  could  only  be  fully  ex- 
plained by  an  exposition  of  all  the  science,  and  an 
account  of  all  who  contributed  to  it.  But  I  think  the 
main  and  most  valuable  part  of  the  truth  may  be 
set  before  those  who  will  read  a  short  description  of 
the  science  as  it  now  stands,  and  a  rough  account  of 
the  labors  of  four  great  men,*  who  more  than  any 
others  have  made  the  science  what  it  is  and  placed 
it  where  it  is.  The  knowledge  so  given  will  after  all 
be  most  imperfect. 


*The  essay  on  J.  S.  Mill  was  not  written,  and  that  on  Adam  Smith  is  in- 
complete.—  R.  H.  H.  The  latter  name  must  be  a  slip  for  "Ricardo":  the 
essay  on  Adam  Smith  is  quite  full,  while  that  on  Ricardo  is  a  mere  scrap, 
without  a  word  on  his  special  economic  doctrines  or  his  relation  to  the 
science  as  it  stands.— ED. 
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II. 

Political  economy  in  its  complete  form,  and  as  we ' 
now  have  it,  is  an  abstract  science,  just  as  statics  or 
dynamics  are  deductive  sciences  ;  and  in  consequence 
it  deals  with  an  unreal  and  imaginary  subject.  Just 
as  statics  and  dynamics — the  sciences  of  theoretical 
mechanics  —  deal  with  perfectly  rigid  bodies,  which 
nothing  will  bend  or  strain  ;  with  perfectly  elastic 
planes,  from  which  the  rebound  is  equal  to  the  im- 
pact ;  with  a  world  destitute  of  friction  ;  with  phys- 
ical materials,  in  short,  which  no  one  ever  expects 
to  find  in  reality,  —  so  political  economy  deals  with 
an  immaterial  subject,  which  in  the  existing  world 
cannot  be  found  either.  Political  economy  deals  not 
with  the  entire  real  man  as  we  know  him  in  fact, 
but  with  a  simpler,  imaginary  man,  —  a  man  answer- 
ing to  a  pure  definition,  from  which  all  impairing 
and  conflicting  elements  have  been  fined  away.  The 
abstract  man  of  this  science  is  engrossed  with  one 
desire  only,  —  the  desire  of  possessing  wealth ;  not  of 
course  that  there  ever  was  a  being  who  always  acted 
as  that  desire  would  dictate,  any  more  than  any  one 
thinks  there  are  in  nature  a  world  without  friction  or 
entirely  elastic  planes,  but  because  it  is  found  con- 
venient to  isolate  the  effects  of  this  force  from  all 
others.  The  effect  of  the  abstract  hypothesis  made 
on  the  necessary  basis  of  statics  and  dynamics  is, 
to  enable  us  to  see  the  effect  of  the  single  agent 
"pressure,"  in  a  simple  way  and  free  from  the  re- 
pressing and  obscuring  conditions  which  exist  in 
actual  nature  ;  and  in  the  same  way  the  use  of  the 
primitive  assumptions  of  political  economy  is,  to  show 
how  the  greatest  of  industrial  desires  —  the  desire  to 
obtain  wealth  —  would  operate,  if  we  consider  it  as 
operating  as  far  as  we  possibly  can  by  itself.  The 
maxim  of  science  is  simply  that  of  common-sense  — 
simple  cases  first ;  begin  with  seeing  how  the  main 
force  acts  when  there  is  as  little  as  possible  to  impede 
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it,  and  when  you  thoroughly  comprehend  that,  add 
to  it  in  succession  the  separate  effects  of  each  of  the 
incumbering  and  interfering  agencies. 

If  such  a  simplification  is  necessary  in  physical 
science,  where  the  forces  are  obvious  and  few,  it  must 
much  more  be  necessary  in  dealing  with  the  science 
of  society,  where  the  forces  are  in  comparison  very 
various  and  difficult  to  perceive.  In  this  very  science 
of  political  economy,  the  first  writers  endeavored  to 
deal  in  a  single  science  with  all  the  causes  which 
produced  or  impaired  wealth,  —  which,  as  they  would 
have  said,  "made  nations  rich  or  poor;"  and  this 
was  the  most  natural  way  of  beginning,  —  almost 
all  science  seems  to  have  begun  similarly.  In  each 
case  there  was  some  large  palpable  fact  to  be 
explained,  some  great  pressing  problem  to  be  solved ; 
and  so  here,  if  you  look  over  the  nations  of-  the 
world,  you  see  at  once  that  one  of  the  .greatest  con- 
trasts between  them  is  that  of  comparative  wealth 
or  comparative  poverty.  The  palpable  fact  at  the 
beginning  of  political  economy  is,  that  the  Dutch 
are  rich  and  others  (the  Tyrolese,  suppose)  poor,  that 
England  is  a  very  rich  country  and  Ireland  a  very 
poor  country  :  how  then  was  this  difference  to  be  ac- 
counted for,  and  the  practical  problem  —  money  being 
an  admitted  good  —  to  be  solved,  How  far  can  we 
make  the  poor  nations  rich,  and  how  are  we  to  begin 
so  to  do  ?  But  considered  in  this  simple  and  prac- 
tical way,  the  science  of  political  economy  becomes 
useless,  because  of  its  immense  extent :  the  whole  of 
a  man's  nature  and  the  whole  of  his  circumstances 
must  be  reckoned  up  and  reasoned  upon  before  you 
can  explain  his  comparative  wealth  or  poverty.  To 
explain  the  difference  of  industrial  conditions  between 
the  Tyrol  and  Holland,  you  will  have  first  to  state 
all  the  points  of  difference  in  religion,  in  morality, 
and  in  inherited  character  between  a  Dutchman  and 
a  Tyrolese,  then  state  the  diversities  of  their  physical 
condition,  and  work  out  as  best  you  can  the  effects 
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of  all  the  contrasts.  And  still  further,  if  you  try  to 
give  a  universal  reason  why  nations  are  poor  and 
why  nations  are  rich,  you  will  not  be  able  to  arrive  at 
any  useful  answer.  Some  will  be  poor  because  they 
have  a  bad  government ;  some  because  they  are 
cooped  up  on  a  poor  soil  ;  some  because  they  have  a 
religion  which  disinclines  them  to  make  money ;  some 
because  they  have  ancient  rules,  which  helped  them 
to  make  a  beginning  but  now  retard  them ;  some 
because  they  have  never  been  able  to  make  that 
beginning :  and  many  other  cases  might  be  given. 
The  problem  taken  up  in  that  form  is  indeterminate  : 
why  nations  are  rich  or  poor  depends  on  the  whole 
intrinsic  nature  and  all  the  outward  circumstances 
of  such  nations.  There  is  no  simpler  formula  to  be 
discovered,  and  a  science  which  attempted  to  find  one 
would  of  necessity  have  to  deal  with  the  whole  of 
physical  science ;  it  would  be  an  account  of  all 
' '  men  "  and  all  the  earth. 

It  is  on  account  of  its  abstract  character  that 
political  economy  is  often  and  justly  described  as  a 
science  of  "  tendencies "  only  ;  that  is,  the  object  of 
it  is,  to  work  out  and  ascertain  the  result  of  certain 
great  forces,  as  if  these  alone  operated,  and  as  if 
nothing  else  had  any  effect  in  the  matter.  But  as  in 
matter  of  fact  many  other  forces  have  an  effect,  the 
computed  results  of  the  larger  isolated  forces  will 
never  exactly  happen  :  they  will  only,  as  it  is  said, 
tend  more  or  less  to  happen ;  that  is,  they  happen 
more  and  more  nearly  in  proportion  as  the  resisting 
and  perturbing  causes  in  each  case  happen  to  be  less 
and  less. 

The  very  refined  nature  of  the  modern  science  of 
political  economy  has  naturally  led  to  many  mistakes 
about  it.  The  mere  idea  of  such  a  science  has 
evidently  never  crossed  the  minds  of  many  able 
writers,  and  persons  who  have  given  but  slight  con- 
sideration to  the  matter  are  much  puzzled.  Analo- 
gous sciences  on  physical  subjects  are,  as  has  been 
VOL.  V.—  21 
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said,  easy  to  find  ;  but  illustrations  from  them  do 
not  tell  much  where  effectual  description  of  political 
economy  is  most  wanted.  A  science  occupied  with 
human  things,  and  professedly  with  a  part  of  human 
things  profoundly  interesting,  awakens  a  great  curios- 
ity among  multitudes  of  little  cultivation.  They  begin 
to  think  about  it  and  to  read  about  it  ;  and  the 
better  the  books  they  read,  the  more  likely  are  they 
to  be  puzzled  by  what  they  find.  They  know  that 
they  are  reading  words  which  are  constantly  used  in 
common  life,  and  about  things  resembling  at  least 
those  of  that  life ;  but  nevertheless,  the  reasonings 
and  the  conclusions  do  not  seem  to  belong  to  real 
life  at  all.  Such  persons  know  nothing  about  statics 
or  dynamics,  and  any  attempt  to  explain  the  nature 
of  political  economy  by  an  account  of  the  nature  of 
statics  or  dynamics  is  only  explaining  obscurum  per 
obscurius.  As  might  be  expected,  the  worst  offenders 
are  the  uncultured  moralists  :  they  see  all  manner  of 
reasonings  framed,  and  of  conclusions  drawn,  appar- 
ently about  subjects  with  which  morality  itself  is 
concerned  deeply,  —  about  (say)  industry  and  wealth, 
population  and  poverty,  —  and  they  never  dream  that 
there  is  anything  peculiar  about  these  conclusions. 
They  apply  the  "rules  of  morality  to  them  at  once"  ; 
they  ask,  "Is  argument  B  true  of  good  persons? 
Would  not  conclusion  C  augment  wickedness  ? " 
whereas  in  fact  the  economical  writers  under  con- 
sideration did  not  mean  (and  rightly  did  not  mean) 
to  deal  with  ethics  at  all.  They  only  evolved  a  hy- 
pothesis ;  they  did  not  intend  that  their  arguments 
should  be  thought  to  be  taken  from  real  life,  or  that 
their  conclusions  should  be  roughly  and  as  they  stood 
applied  to  real  life.  They  considered  not  the  whole 
of  actual  human  nature,  but  only  a  part  of  it ;  they 
dealt  not  with  man  the  moral  being,  but  with  man 
the  money-making  animal. 

Naturally,  too,  the  cultivators  of  the  abstract  science 
itself   (even   those  who  fully  understood   its   peculiar 
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nature)  did  not  always  in  practice  remember  the 
remoteness  to  practice  of  that  nature.  On  the  con- 
trary, they  rushed  forth  into  the  world  with  hasty 
recommendations  to  instant  action ;  whereas  the  very 
justification  of  their  reasonings,  and  the  very  ground 
of  their  axioms,  was  the  necessity  of  beginning  the 
investigation  of  the  subject  in  a  simple  theory,  and 
far  away  from  the  complexities  of  practice  and  ac- 
tion. But  so  much  are  the  practical  impulses  of 
man  stronger  than  his  theoretical  tastes,  that  the 
cultivators  of  an  abstract  science  are  always  in  great 
danger  of  forgetting  its  abstract  nature  ;  they  rush 
and  act  on  it  at  once.  In  the  abstract  physical  sci- 
ences there  is  an  effectual  penalty, — a  person  who 
acted  011  abstract  dynamics  would  soon  break  his 
head  ;  but  in  mental  and  physical  sciences,  unhappily, 
there  are  no  instant  tests  of  failure, — whatever  hap- 
pens, a  man  can  always  argue  that  he  was  right : 
and  thus  an  abstract  science  of  human  things  is 
more  delicate  to  handle,  and  more  likely  to  be  misused, 
than  a  similar  science  of  external  nature. 

A  sort  of  uncertainty  likewise  seems,  even  in  the 
better  informed  minds,  to  creep  over  the  subject.  If 
it  is  so  remote  from  practice,  they  say,  how  can  you 
test  it,  and  how  can  you  tell  that  it  is  true  ?  But 
this  is  exactly  so  also  in  the  corresponding  physical 
sciences.  One  of  the  shrewdest  observers  of  intel- 
lectual matters  of  the  generation,  the  late  Sir  G.  C. 
Lewis,  used  to  say:  — 

"My  experience  in  this  office"  (he  was  then  Secretary  of  State 
for  War)  "has  convinced  me  that  when  you  come  to  practice, 
physics  are  just  as  uncertain  as  metaphysics.  The.  abstract  theory 
of  physics  is  unquestionably  much  more  complete  :  but  if  you 
want  to  deal  with  an  instance  in  life,  you  will  always  find  that 
there  is  a  'tension,'  or  a  'friction,'  or  some  other  cause,  which 
is  not  accurately  measured  and  does  not  figure  in  the  abstract 
theory ;  and  this  is  the  reason  why,  on  all  such  questions,  scientific 
evidence  is  so  conflicting.  You  can  always  obtain  an  eminent  engin- 
eer on  any  side  to  set  against  an  eminent  engineer  on  the  other 
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side  ;  because  the  scientific  and  certain  part  of  the  subject  is  not 
the  whole,  and  there  still  remains  an  imperfectly  explored  residuum 
on  which  there  may  be  different  opinions."* 

All  this  is  as  true  of  political  economy  as  of  any 
physical  science ;  its  deductions  may  be  incontro- 
vertible, and  its  results  precisely  true,  whenever  its 
assumptions  are  true  ;  but  these  results  will  be  very 
imperfect  guides  wherever  those  assumptions  are  im- 
paired by  contradictory  matter. 

On  the  other  side,  however,  it  should  also  be  said 
that  "abstract"  political  economy  is  not  by  any 
means  the  unnatural  thing  which,  from  the  account 
of  it  011  paper  and  the  description  of  its  difficulties, 
it  would  seem  to  be.  Many  people  011  the  matter 
have  "talked  prose  all  their  lives  without  knowing 
it " ;  many  people  have  given  admirable  arguments 
on  political  economy,  and  have  been  more  or  less  pre- 
cisely aware  of  the  difference  of  their  assumptions 
from  those  of  the  real  world,  though  they  have  never 
studied  the  specially  abstract  science,  and  could  have 
given  no  sufficient  delineation  of  it.  The  notion  of 
investigating  how  much  money  persons  would  make 
who  simply  wished  to  make  it,  and  how  they  would 
best  do  so,  is  a  very  simple  idea.  The  desire  for 
wealth  —  using  "wealth"  in  the  largest  sense,  so  as 
to  include  not  only  the  means  of  luxury,  but  the 
means  of  subsistence  —  is  so  preponderant  in  very 
many  minds  that  it  is  very  easy,  if  necessary,  to 
regard  it  as,  the  sole  object.  As  far  as  people  are 
what  we  now  always  call  "men  of  business."  money, 
the  thing  they  look  for  and  the  thing  they  want,  is 
their  sole  object ;  and  in  that  sense  of  the  phrase, 
political  economy  may  be  fairly  called  the  science  of 
"business." 

On  that  account,  in  some  very  large  scenes  of  our 
present  English  life,  political  economy  is  exactly  true  ; 
the  primary  assumption  on  which  it  rests  is  precisely 
realized.  On  the  Stock  Exchange  everybody  does  act 

*  Repeated  in  Vol.  iii.,  pages  244,  245 
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from  a  love  of  money  ;  men  come  there  to  make  it, 
and  they  try  to  make  as  much  of  it  as  they  can.  Of 
Lombard  Street  the  same  may  be  said  :  the  pecuniary 
phenomena  of  Lombard  Street  may  be  investigated 
with  quite  sufficient  accuracy  on  the  assumption  that 
bankers  come  there  only  to  make  money,  and  when 
there,  make  as  much  of  it  as  they  can.  All  markets 
are  scenes  nearly  similar  :  so  long  as  they  are  at  the 
market,  all  dealers  try  to  make  the  best  bargain  they 
can.  As  the  principal  nations  of  the  world  at  present 
are  nations  of  business,  —  commercial  nations,  —  and 
as  the  mass  of  men  in  such  nations  are  mainly  occu- 
pied in  business,  it  follows  that  with  respect  to  those 
nations  a  simple  analysis  of  the  unchecked  conse- 
quences of  the  "business  motive"  will  be  a  near 
approximation  to  a  large  part  of  their  life ;  though 
it  will  not  be  a  perfect  account  of  their  complete 
career,  for  there  is  very  much  also  in  every  nation 
besides  business  and  besides  money,  —  but  it  will  be 
a  useful  hint  to  a  predominant  characteristic  of  that 
career.  Having  investigated  the  effects  of  this  prin- 
cipal motive,  we  may  when  we  please,  and  as  far  as 
it  is  necessary,  investigate  the  effects  of  the  almost 
infinite  number  of  the  secondary  and  interfering 
motives. 

As,  too,  it  is  at  present  necessary  for  all  nations 
to  be  rich  in  order  to  be  influential  in  the  world,  it 
follows  further  that  an  account  of  the  commercial 
motive  of  action,  taken  by  itself,  is,  as  the  world 
now  stands,  an  analysis  of  the  results  of  a  principal 
ingredient  in  the  days  that  are  gone  by,  when  poor 
barbarians,  if  warlike,  were  more  powerful  than  rich 
civilized  people.  The  times  are  gone  by  when  civil- 
ization enervated  energy,  or  when  wealth  impeded 
valor.  At  present,  courage  without  money  is  courage 
without  guns;  and  courage  without  guns  is  useless. 
Political  economy  traces  in  an  abstract  way  the  effects 
of  the  desire  to  be  rich ;  and  nations  must  nowa- 
days abound  in  that  passion  if  they  are  to  have  much 
power  or  much  respect  in  the  world. 
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On  the  other  hand,  no  intellectual  attempt  can  be 
more  absurd  than  the  attempt  to  apply  the  conclu- 
sions of  our  political  economy  to  the  lives  of  nations 
at  u  non-commercial  stage  of  their  existence.  A 
great  military  nation  based  on  slavery,  like  the 
Romans  ;  a  nation  bound  by  fixed  customs,  like  so 
many  Oriental  nations ;  tribes  in  a  state  of  barbarism, 
—  are  not  guided  principally  by  the  commercial  spirit. 
The  money-getting  element  is  a  most  subordinate 
one  in  their  minds  ;  its  effects  are  very  subordinate 
ones  in  their  lives.  As  the  commercial  element  is  all 
but  necessary  to  considerable  combinations  of  men, 
that  element  will  almost  always  have  effects,  and 
usually  important  effects,  in  the  destiny  of  these 
combinations ;  but  only  in  communities  where  the 
commercial  element  is  the  greatest  element  will  these 
effects  be  the  greatest.  In  so  far  as  nations  are 
occupied  in  "buying  and  selling,"  in  so  far  will 
political  economy,  the  exclusive  theory  of  men  buy- 
ing and  selling,  come  out  right,  and  be  true  of  them. 
But  it  will  be  good  as  far  as  it  goes ;  and  though 
it  is  not  my  business  to  say  it,  I  think  it  will  be  the 
fault  of  the  writer  if  the  curious  interest  of  the  facts 
does  not  lead  many  readers  to  a  further  study  of  the 
subject. 

And  though  what  has  been  explained  is  the  prin- 
cipal difference  between  the  hypothetical  science  of 
political  economy  and  the  real  world,  it  is  by  no 
means  the  only  difference.  Just  as  this  science  takes 
an  abstract  and  one-sided  view  of  man,  who  is  one 
of  its  subjects,  so  it  also  takes  an  abstract  and 
one-sided  view  of  wealth,  which  is  its  other  subject. 
I  Wealth  is  infinitely  various  ;  as  the  wants  of  human 
nature  are  almost  innumerable,  so  the  kinds  of  wealth 
are  various.  Why  men  want  so  many  things,  is  a 
great  subject  fit  for  inquiry  ;  which  of  them  it  would 
be  wise  for  men  to  want  more  of,  and  which  of  them 
it  would  be  wise  to  want  less  of,  are  also  great 
subjects  equally  fit :  but  with  these  subjects  political 
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economy  does  not  deal  at  all ;  it  leaves  the  first  to  the 
metaphysician,  who  has  to  explain  if  he  can  the  origin 
and  the  order  of  human  wants  ;  and  the  second  to  the 
moralist,  who  is  to  decide  to  the  best  of  his  ability 
which  of  these  tastes  are  to  be  encouraged,  and 
when,  —  which  to  be  discouraged,  and  when.  The 
only  peculiarity  of  wealth  with  which  the  economist 
is  concerned  is  its  differentia  specified, — that  which; 
makes  its  wealth ;  to  do  so  it  must  gratify  some  want 
of  man,  or  it  would  not  be  desirable,  or  it  would  not 
be  wealth.  But  whence  that  want  comes,  —  whether 
from  a  low  part  of  man  or  from  a  high,  —  is  to  the 
economist  immaterial ;  whether  it  is  a  desirable  want 
for  man  to  gratify  he  cares  as  little,  so  long  as  that 
gratification  does  not  hurt  man  as  a  wealth-producing 
machine.  He  regards  a  pot  of  beer  'and  a  picture,  a 
book  of  religion  and  a  pack  of  cards,  as  all  equally 
"wealth,"  and  therefore,  for  his  purpose,  equally 
worthy  of  regard.  The  only  division  of  wealth  in  his 
mind  is,  if  I  may  use  the  words,  the  division  between 
sterile  and  not  sterile.  Some  things  will  help  men 
to  make  new  things ;  some  things  will  induce  men 
to  work  and  make  new  things  :  both  these  classes  of 
things  are,  in  the  eyes  of  the  economist,  capital  or 
reproductive.  On  the  other  hand,  other  things  have 
no  similar  reproductive  power;  if  they  were  taken 
out  of  the  world,  all  work  would  go  on  with  equal  effi- 
ciency, and  as  many  new  things  would  be  produced  : 
and  these  last  are,  in  the  eyes  of  the  economist,  un- 
productive opulence,  just  as  the  first  were  productive 
capital. 

Further,  political  economy  makes  not  only  these 
assumptions  as  to  the  nature  of  its  principal  force 
and  as  to  that  of  its  object,  it  also  makes  two  as  to 
the  physical  conditions  under  which  this  force  acts, 
and  in  which  this  object  is  supposed  to  exist.  For 
its  own  purposes  it  simplifies,  as  we  have  seen,  the 
nature  of  the  actors  and  the  end  of  the  action;  we 
have  now  to  see  that  it  simplifies  also  the  stage. 
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Political  economy  assumes  that  land  is  "limited 
in  quantity  and  variable  in  quality "  ;  and  taking  the 
whole  of  human  tastes,*  this  assumption  has  almost 
,  always  been  true.  There  has  been  in  almost  all 
countries  a  difficulty  in  obtaining  land ;  there  has 
scarcely  ever  been  a  surplus  of  it.  Still,  though  this 
assumption  accurately  coincides  with  the  usual  phe- 
nomena of  most  countries,  it  does  not  agree  with 
all  the  phenomena  of  them  all.  On  the  contrary,  in 
all  "new"  countries,  as  they  are  called,  land  is  ex- 
ceedingly plentiful :  there  is  practically  no  difficulty 
in  procuring  it ;  in  the  valley  of  the  Mississippi 
as  much  of  the  best  land  as  any  one  wants  can, 
without  serious  impediment,  be  obtained.  ISTo  doubt 
such  land  is  further  off  from  the  best  markets  than 
most  occupied  land  of  a  like  kind  ;  but  in  the  present 
state  of  the  arts,  such  a  difference  in  distance  pre- 
sents no  serious  difficulty.  The  construction  even  of 
a  short  railway  will  open  up  an  entire  district,  and 
make  its  produce  as  available  in  the*  market  as  that 
of  much  land  long  before  cultivated.  In  new  countries 
it  can  hardly  be  said  that  this  assumption  of  political 
economy  is  at  all  like  the  truth,  —  it  is  rather  the 
opposite  of  the  truth  ;  and  accordingly  the  doctrines 
of  abstract  political  economy  must  not  be  applied 
to  such  countries  roughly,  and  without  previous  re- 
examination.  One  of  the  primitive  assumptions  not 
being  true,  we  must  be  careful  to  reinvestigate  and 
see  whether  any  particular  deduction  which  we 
wish  to  use,  is  or  is  not  impaired,  —  is  or  is  not  in 
consequence  untrue. 

At  first  sight  it  would  seem  that  this  limitation 
of  abstract  political  economy  would  exclude  it  from 
much  of  the  real  world.  New  countries,  one  would 
imagine,  would  be  among  the  most  common  of  coun- 
tries ;  the  human  race  has  always  been  wandering, 
and  must  have  been  always  reaching  new  countries : 
but  in  truth  this  limitation  scarcely  makes  any  new 

*  Query,  ' '  states  "  ?  —  ED. 
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exclusion.  The  nature  of  the  "man"  who  first  occu- 
pied new  countries  did  not  "conform"  to  the  standard 
of  economical  man  ;  the  being  of  reality  was  not  the 
being  of  the  hypothesis.  The  first  men,  all  researches 
justify  us  in  assuming,  nearly  approached  in  nature 
to  the  present  savage  man.  They  had  not  probably 
as  many  curious  customs  or  so  many  debasing  super- 
stitions ;  they  had  not  so  many  ingrained  vices  :  but 
they  had  as  little  intellectual  development,  and  as 
little  knowledge  of  material  things  ;  they  were  igno- 
rant of  the  "calendar";  they  could  with  difficulty 
count  more  than  five ;  they  could  just  make  a  few 
weapons  of  war ;  they  could  just  construct  some  sort 
of  shed  that  would  serve  for  a  dwelling :  but  they 
could  not  make  any  of  the  articles  which  we  now 
call  "wealth,"  and  they  would  not  have  appreciated 
such  things.  The  desire,  so  strong  in  civilized  man, 
for  wealth,  has  been  excited  in  him  by  the  experience 
of  ages,  and  has  been  transmitted  to  him  by  in- 
heritance. If  you  take  a  present  savage,  even  of  a 
high  type,  he  will  find  the  life  of  cities,  the  life  of 
wealth  par  excellence,  scarcely  tolerable.  There  is  a 
well-known  story  of  one  savage,  who,  after  living 
some  forty  or  fifty  years  in  a  cultivated  world,  in  his 
old  age  returned  to  die  as  a  barbarian,  saying  that 
"civilization  was  so  much  trouble  he  could  bear  it  no 
longer."  The  first  occupiers  of  most  countries  were 
not  men  eager  for  complex  wealth  ;  they  cared  only 
for  a  bare  subsistence  —  and  then  to  kill  and  eat  one 
another. 

Many  ages  indeed  have  always  intervened  between 
the  first  settlement  of  any  country  and  the  rise  of  a 
strong  and  independent  mercantile  element,  before 
the  time  at  which  the  first  assumption  of  political 
economy  was  at  all  satisfied  in  it.  During  that  time 
such  countries  commenced  a  kind  of  civilization,  but 
it  was  a  very  different  kind  of  civilization  from  the 
predominantly  commercial ;  it  was  in  general  ruled 
by  fixed  customs,  as  most  of  the  East  is  now;  it  did 
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not  allow  its  members  to  choose  their  own  ends  and 
fix  their  own  existence  for  themselves,  —  on  the  con- 
trary, it  chose  itself  those  ends  and  prescribed  that 
existence.  And  the  life  so  selected  gave  but  little 
scope  to  the  production  of  wealth:  it  was  occupied 
either  w^ith  an  incessant  military  service,  or  in  peace 
with  an  equally  incessant  but  semi-religious  ritual ; 
the  labor  for  and  the  accumulation  of  the  means  of 
physical  comfort  were  very  secondary  aims  in  most 
of  the  periods  described  by  history,  as  they  still  are 
in  by  far  the  greater  part  of  the  present  world.  For 
ages  after  their  first  colonization,  there  was  no  such 
absorbing  and  self-selecting  life  of  trade  as  political 
economy  assumes  and  requires. 

Accordingly,  in  all  the  old  world, — the  world  as 
known  to  the  "ancients,"  —  the  land  has  long  been 
occupied,  and  more  or  less  usefully,  more  or  less  fully, 
by  ancient  and  ineradicable  races ;  in  practice  they 
cannot  be  dispossessed.  In  all  that  large  part  of  the 
world,  therefore,  land  is  very  scarce ;  no  new-comers 
can  in  fact  obtain  much  of  it.  But  of  late  there 
have  been  immense  territories  —  "new  worlds,"  to  use 
the  usual  word  —  of  which  this  is  . not  true,  but  where 
the  very  reverse  is  true  :  long  voyages,  impossible  to 
the  ancient  navigator,  have  been  made  possible  by 
modern  inventions ;  and  these  voyages  have  discov- 
ered large  regions  inhabited  only  by  'men  who  fade 
away  before  the  presence  of  civilized  men.  In  these 
distant  regions  man  seems  to  have  been  a  protected, 
and  therefore  a  feeble  animal;  he  had  not  to  submit 
to  the  incessant  competition  which  has  in  the  "old 
world"  hardened  his  frame  and  seasoned  his  mind. 
The  diseases  which  the  European  can  bear,  the  stimu- 
lants in  which  he  delights,  the  labor  for  which  he 
lives,  are  so  many  poisons  to  the  Australian  or  Ameri- 
can savage ;  he  dies  of  one  or  all  of  them  soon  after 
the  coming  of  the  European,  and  he  leaves  his  land 
vacant ;  he  has  never  been  able  to  cultivate  the  land 
which  he  calls  his,  and  now  he  drops  away  from  it. 
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As  a  singular  result  of  this  strange  history,  land  of 
the  best  quality  is  now  procurable  in  large  quanti- 
ties and  with  great  ease  by  civilized  man.  There 
are  now  countries  not  only  called  "new"  because 
newly  discovered,  but  new  really,  because  the  land 
in  them  can  now  be  used  but  has  never  been  used 
before. 

As  a  matter  of  fact,  therefore,  the  primitive  as- 
sumption of  hypothetical  political  economy,  that  land 
is  always  limited  in  quantity  as  well  as  variable  in 
quality,  coincides  well  enough  with  the  usual  facts 
of  the  world ;  but  as  the  modern  exception  is  one 
of  great  present  importance  to  economical  nations, 
as  a  matter  of  convenience  it  has  become  desirable 
(though  I  do  not  think  the  desirability  has  been 
usually  recognized)  to  annex  to  political  economy  a 
full  discussion  of  the  nature  and  the  effects  of  that 
exception.  What  has  hitherto  been  the  rule,  and 
what  has  hitherto  been  the  deviation  from  it,  both 
become  clearer  when  considered  side  by  side. 

It  may  be  asked,  What  is  the  use  of  laying  down 
such  a  rule,  if  you  admit  it  *  and  discuss  exceptions 
to  it  ?  Why  invent  a  hypothetical  hedge,  when  you 
know  that  it  does  not  include  all  you  want,  and  that 
therefore  you  will  be  unable  to  keep  within  it  ?  The 
answer  is,  that  the  rule  was  not  arbitrarily  invented 
by  inward  fancy,  but  suggested  by  outward  facts 
long  predominant ;  the  nearest  way  to  the  whole  truth 
is  by  pursuing  the  clue  which  the  partial  truth  first 
gave. 

Political  economy  also  assumes,  as  another  axiom- 
atic fact  as  to  land,  that  land  throughout  the  world 
is  for  the  most  part  of  such  fertility  that  the  labor 
of  a  cultivator,  if  he  has  but  a  very  moderate  degree 
of  knowledge  and  skill,  will  produce  not  only  a, sub- 
sistence for  himself  but  also  many  other  persons. 
This  is  so  true  that  it  perhaps  scarcely  needs  to 
be  said,  but  it  is  of  cardinal  importance ;  if  it  had 


*This  word  destroys  the  sense,  and  should  be  canceled. —  ED. 


332  THE   TRAVELERS  INS.  CO.'S  BAGEHOT. 

not  been  true,  the  truths  of  political  economy  and  the 
lives  of  men  would  have  been  altogether  different 
from  what  they  now  are.  And  there  is  no  a  priori 
reason  —  in  physics,  at  least  —  why  the  whole  earth 
should  not  be  as  a  bit  of  bleak  moor,  where  agri- 
culturists have  nothing  over,  and  can  but  just  raise 
a  bare  subsistence  for  themselves ;  but  for  the  most 
part  there  is  a  surplus,  and  this  surplus  is  of  course 
increased  day  by  day, — by  the  continual  improve- 
ment in  the  arts  of  agriculture  more  is  produced,  and 
therefore  there  is  more  over.  In  old  countries  the 
increasing  productiveness  retards  the  need  of  a  resort 
to  new  soils,  and  diminishes  the  evil  of  it ;  and  in 
new  countries  this  additional  surplus  is  an  extra  fund 
for  exportation,  and  a  new  means  for  supplying  the 
wants  of  those  who  have  stayed  at  home  in  the  old 
world. 

And  lastly,  political  economy  declines  to  investi- 
gate all  the  causes  which  determine  the  rate  of  in- 
crease of  man,  and  assumes  an  avowedly  incomplete 
and  approximate  formula  as  to  it.  From  the  very 
nature  of  the  case,  political  economy  must  do  this. 
The  causes  which  regulate  the  increase  of  mankind 
are  little  less  than  all  the  causes,  outward  and  inward, 
which  determine  human  action :  climate,  social  cus- 
toms, political  government,  inherited  race  nature,  and 
other  things  beside,  affect,  as  we  all  know,  the  rate 
at  which  population  grows.  Political  economy  would 
have  to  discuss  half  physiology,  half  the  science  of 
government,  and  half  several  other  sciences  too,  if  it 
attempted  to  investigate  the  real  laws  which  regulate 
the  multiplication  of  mankind  ;  it  has  necessarily  to 
make  an  assumption,  to  assume  as  a  dictum  some 
approximation  to  the  complex  truth,  which  is  at  once 
simple  enough  to  be  manageable  and  true  enough  to 
be  useful.  Political  economy  therefore  assumes  that 
in  any  particular  society,  the  power  of  parents  to  pro- 
duce children  exceeds  the  power  to  provide  for  them 
in  what  those  parents  think  sufficient  comfort ;  whence 


PRELIMINARIES   OF   POLITICAL   ECONOMY.  333 

it  comes  that  either  parents  must  not  produce  all  the 
children  that  they  can,  or  that  if  they  do  the  standard 
of  comfort  in  the  population  must  deteriorate,  and  if 
the  multiplication  continue  and  the  deterioration  aug- 
ment, that  the  population  must  die  off.  There  is  no 
difficulty  in  showing  that  this  assumption  embodies 
accurately  enough  the  ordinary  experience  of  man- 
kind, as  history  records  it  and  as  present  facts  evince 
it:  an  immense  "reserve  power"  of  multiplication  is 
certainly  to  be  found  in  most  countries,  which  is  kept 
down  by  one  obstacle  or  other,  but  which  is  ready 
to  start  forward  when  that  obstacle  is  removed.  No 
two  countries  can  differ  more  in  every  respect  impor- 
tant for  this  purpose  than  Great  Britain  and  British 
India ;  yet  both  of  them  seem  to  prove  the  same  re- 
sult. At  home,  the  people  of  Great  Britain  increase 
only  at  the  rate  of  1.01  per  cent,  per  annum,  and 
double  in  58  years ;  but  if  you  take  the  very  same 
population  to  the  colonies  or  the  United  States,  it  is 
believed  to  increase  at  a  much  more  rapid  rate,  and 
to  double  itself  more  rapidly,  though  the  relative  in- 
crease is  not  nearly  so  great  as  is  sometimes  assumed 
when  110  sufficient  account  is  taken  of  the  continual 
immigration  into  those  countries.  The  lesson  of  Hin- 
dostaii  is  still  more  remarkable.  The  population  of 
the  Peninsula  is  ordinarily  supposed  not  to  have 
augmented  since  the  time  of  Alexander;  there  is 
conclusive  evidence  that  for  ^centuries  preceding  the 
English  conquest  it  augmented  very  slowly,  if  at  all : 
but  now,  under  the  influence  of  long  peace  and  long 
good  government,  the  population  is  beginning  to 
augment  very  rapidly.  In  the  North-West  Provinces, 
where  the  data  are  the  best,  it  is  said  to  be  aug- 
menting almost  as  rapidly  as  the  population  of  Great 
Britain.  Here  as  before  there  is  an  immense  accel- 
eration of  the  rate  of  multiplication,  because  a  repress- 
ive force  has  as  before  been  withdrawn.  No  one  can 
doubt  that  the  same  experiment  would  have  a  like 
result  in  other  cases. 
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It  may  be  said  that  out  of  Europe  there  is  very 
much  unoccupied  land,  and  that  even  if  Europe  pro- 
duced all  the  people  it  could,  those  people  might  be 
sent  thither ;  but  emigration  on  such  a  scale,  though 
imaginable  in  speculation,  is  not  possible  in  practice. 
To  create  very  rapidly  new  colonies,  or  to  extend 
very  rapidly  old  ones,  requires  the  migration  not 
only  of  persons  but  of  capital :  you  must  send  thither 
the  means  of  subsistence  if  the  emigrants  are  to  be 
subsisted,  and  the  means  of  employment  if  they  are 
to  be  employed.  And  capital  will  not  go  unless 
you  pay  it ;  it  must  have  its  regular  percentage  : 
and  as  yet  no  capital  employed  in  founding  colonies 

—  not   capital,  that   is,  of   a  founding  company,  or  of 
founders    as    such  — has   ever   paid    a  farthing.      The 
capital  so   expended   has   been   a  great  benefit  to  the 
emigrants   and  to  the   colony,  but  it  has  never  paid 
a  dividend ;    on  the  contrary,  the  whole  capital  has 
commonly  been  lost.     There  are  no  means  by  which 
owners   at   home   can  be   sure   of  their  interest ;   nor 
will  very  many   owners  of   capital  go   themselves   to 
the   colonies,  only   because   it  would  much   help  the 
poor  there  if  they  did  so.     Capital  must  be  propelled/ 
by  self-interest ;  it  cannot  be  enticed  by  benevolence.  \ 
The   sudden   foundation    of   a   colony   so    huge   as    to 
contain   all  the  possible  children  —  all  those  that  might 
be  in  excess  of  those  which  are  —  is   impossible  ;   the 
bare  idea  of  it  is  ridiculous. 

Nor  if  such  a  colony  could  be  founded,  would  it 
attain  the  end  desired.  Cultivated  persons  in  Europe 
do  not  produce  all  the  children  they  might,  because 
they  know  that  if  they  did,  those  children  could  not 
lead  any  such  life  as  they  themselves  lead.  They 
wish  their  children  to  have  refined  habits,  and  to 
live  by  their  talents  and  their  mind  as  they  do 
themselves  ;  but  in  a  colony  this  is  simply  impossible, 

—  rude   plenty  and   rough  prosperity  are  common,  but 
a  nice  refinement  is  all  but  impossible.     The  life  of  a 
lady,  as  we  see  it  in  Europe,  is  in  colonies  impossible  : 
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as  sufficient  servants  cannot  be  obtained,  the  mother 
of  the  family  has  in  person  to  see  to  the  manual 
slavery  of  the  housework  as  well  as  look  after  her 
children,  and  this  leaves  her  little  opportunity  for  re- 
fined culture.  The  men  are  a  little  better  off,  but  not 
much :  the  demand  for  educated  labor  in  the  colonies 
is  exceedingly  small, — the  business  of  the  place  is  to 
produce  corn  or  wool,  food  or  raw  material  ;  neither Q 
skilled  labor  nor  cultured  labor  are  much  wanted  v 
for  that.  Almost  all  our  colonies  have  warned  our 
artisan  [s]  not  to  come  thither,  because  there  was  no 
room  ;  and  as  for  the  legal  or  other  long-trained  and 
costly  mental  labor  of  the  old  world,  there  is  very 
little  opportunity  for  it.  Not  only,  therefore,  is  a 
colony  impossible  which  should  be  huge  enough 
for  all  the  possible  people  of  the  old  world,  but  such 
a  colony,  even  if  possible,  would  be  inadequate  :  it 
would  only  provide  for  the  children  of  rude  people 
in  the  manner  rude  people  wish,  it  would  not  provide 
for  those  of  refined  people  in  the  least  as  refined 
people  wish. 

The  measured  use  of  the  multiplying  power  which 
is  now  practiced  by  all  decent  people  in  the  existing 
society  of  the  old  world  is,  therefore,  more  or  less 
essential  to  the  continuance  of  such  a  society.  A 
use  of  the  power  without  measure  would  certainly 
overcrowd  such  societies  with  high  aims  that  could 
not  be  satisfied,  and  perhaps  also  with  mouths  which 
could  not  be  fed. 

And  it  is  quite  consistent  with  this  to  believe  that 
such  restraint  has  not  at  all  been  uniformly  prac- 
ticed in  the  world  ;  that  it  has  been  rather  the  rare 
exception,  not  the  common  rule.  Such  restraint  has 
not  been  practiced  because  it  has  not  been  wanted. 
We  have  been  let  into  the  secret  of  the  matter  by 
the  experience  of  India :  the  number  of  the  people 
in  British  India,  as  we  have  seen,  was  stationary  for 
ages,  but  now  they  have  begun  to  augment ,  quickly ; 
and  we  know  the  reason  why. 
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And  it  is,  too,  quite  consistent  with  this  doctrine 
to  believe,  as  has  been  lately  urged  with  singular 
force,  that  we  have  as  yet  much  to  learn  as  to  the 
theory  of  population  :  that  the  numbers  of  all  nations 
do  not  augment  alike  even  under  seemingly  similar 
conditions ;  that  there  is  the  same  difference  in  dif- 
ferent families;  that  there  are  a  variety  of  "laws" 
—  some  that  can  be  clearly  indicated,  others  that 
can  be  only  suspected  —  which  diminish  or  seem  to 
diminish  the  multiplying  capacity  of  mankind. 

One  of  these  is  the  increase  of  intellectual  action. 
Physiologists  say,  on  a  priori  ground,  that  if  you 
spend  nervous  force  in  one  direction  you  will  not 
have  as  much  to  spend  in  another.  The  ultimate 
identity  of  seemingly  different  forces  is  one  of  the 
most  remarkable  discoveries  of  recent  science,  and 
there  is  every  reason  to  think  that  it  applies  here; 
an  incessant  action  of  the  brain  often  seems  to 
diminish  the  multiplying  power.  It  can  hardly  be  an 
accident  that  Shakespeare,  Lord  Bacon,  Milton,  New- 
ton, and  Locke  —  perhaps  our  five  greatest  English- 
men—  had  only  six  children  between  them.*  Locke 
and  Newton,  it  is  true,  did  not  marry ;  but  it  is  not 
irrational  to  suspect  that  the  coolness  of  temperament 
which  kept  them  single  was  but  another  phase  of  the 
same  fundamental  fact.  But  the  doctrine  of  abstract 
physiology  must  be  applied  with  caution.  It  only 
says  that  of  any  particular  total  of  nervous  force, 
what  is  expended  in  one  way  will  not  remain  to  be 
expended  in  another;  in  any  given  case,  to  use  the 
well-known  phrase,  "  what  is  gained  in  children  will 
be  lost  in  mind  : "  but  all  cases  are  not  alike.  The 
nervous  power  of  A  may  be  fifty  times  that  of  C, 
and  therefore  he  may  do  five  times  more  brain  work 
than  C  and  also  have  five  times  his  children  ;  and  in 
fact,  Mr.  Galton  finds  that  English  judges  —  a  strongly 

*  There  may  be  some  doubt  as  to  Newton  and  Shakespeare,  but  this  is 
the  number  as  far  as  it  can  be  authenticated. — B. 
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intellectual  race  as  a  whole — have  as  many  children 
as  other  people,  and  there  are  some  other  limiting 
observations  which  might  be  made  on  the  subject. 
Still,  on  the  whole  there  seems  to  be  a  tendency  in 
the  absorbing  action  of  intellectual  power  to  have 
this  particular  effect,  and  abstract  science  teaches 
that  we  should  expect  it. 

The  same  remark,  with  some  limitations,  is  probably 
also  applicable  to  women.  Hardly  any  one  who  ob- 
serves can  doubt  that  women  of  much  mind  and  fine 
nerves,  as  a  rule,  seem  not  so  likely  to  have  children, 
or  at  least  not  to  have  so  many  children,  as  others. 
Here  too,  as  with  men,  the  whole  vital  force  in  one 
case  often  may  be,  and  often  will  be,  different  from 
that  force  in  another,  and  therefore  particular  women 
may  be  up  to  the  average,  or  even  be  remarkable  in 
both  ways  ;  but  still,  on  the  whole,  the  existence  of 
the  tendency  seems  clear.  And  it  is  curiously  like 
a  similar  force  at  the  other  end  of  the  social  scale  : 
Mr.  Wallace,  one  of  the  most  competent  of  living 
observers,  says  that  the  increase  of  the  population  in 
savage  tribes  is  much  retarded  by  the  exhausting 
labor  of  their  women* ;  and  it  will  be  a  curious  cycle 
if,  as  is  likely,  in  the  latest  civilization  the  same  pre- 
ventive check  should  again  become  a  powerful  one. 

Another  force  which  may  be  strongly  suspected, 
if  it  cannot  be  quite  proved,  is  the  tendency  of  dis- 
heartened races  and  of  dispirited  families  to  die  out 
and  disappear.  This  force  would  seem  to  be  much 
the  same  as  that  which  operates  on  all  wild  animals 
when  in  confinement :  the  richest  food  may  be  given 
to  such  animals,  the  greatest  care  taken  of  them,  and 
their  apparent  health  may  seem  to  be  as  good  as 
possible,  and  yet  they  will  not  breed.  Now,  all  such 
animals  are  dispirited  for  want  of  the  excitement  of 
a  wild  life,  and  this  may  be  the  reason  of  the  change 
in  their  multiplying  power ;  at  any  rate,  in  the  case 
of  men,  close  observers  of  the  dying  savage  races 
seem  to  think  that  often  the  mind  has  something  to 
VOL.  V.— 22 
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do  with  it.  The  New-Zealander  says  that  "as  the 
English  rat  has  supplanted  the  Maori  rat,  so  the 
English  '  man '  will  supplant  the  Maori  '  man ' ; "  he 
looks  on  the  extinction  of  his  race  as  a  fixed  fate, 
and  in  consequence  his  spirits  fall,  his  mind  loses 
some  of  its  tone  and  his  constitution  some  of  its 
vigor.  In  civilized  life  particular  families  sometimes 
seem  to  droop  and  die  away,  though  it  is  not  possi- 
ble to  set  down  the  cases  exactly  in  figures ;  this 
is  analogous  to  what  Dr.  Maudsley  tells  us  he  has 
observed  of  anxiety. 

All  these  seem  to  be  traces  of  new  laws  which 
already  diminish,  and  in  future  times  may  still  more 
limit,  the  multiplying  power  of  mankind ;  but  the 
fullest  acknowledgment  of  them  does  not  contradict 
the  primary  assumption  made  by  abstract  political 
economy.  It  will  still  remain  true,  at  present,  that  if 
all  people  had  as  many  children  as  they  could,  they 
could  not  provide  for  them  as  they  think  they  ought, 
—perhaps  could  not  provide  for  them  at  all.  Nor 
is  it  easy  to  imagine  a  future  time  when  causes  such 
as  these  should  have  so  exceedingly  diminished  the 
sexual  feelings  as  to  make  voluntary  restraint  of 
them  needless ;  those  feelings  certainly  are  incredibly 
strong  now,  in  comparison  with  the  forces  which  it 
is  thought  will  hereafter  supplant  them  :  it  is  easy 
to  believe  that  the  necessity  for  voluntary  restraint 
should  be  diminished,  but  it  is  not  easy  even  to  im- 
agine that  this  necessity  should  .be  extinguished. 

In  the  same  way  this  primary  axiom  would  not  be 
impaired  if  it  could  be  proved  that  aristocracies,  as 
such,  tend  to  have  fewer  children  than  other  classes  : 
aristocracies  are  so  small  a  fraction  of  mankind  that 
the  particular  rate  of  their  increase  is  not  important 
enough  to  alter  much  the  rate  of  increase  of  man- 
kind, or  even  of  a  nation  as  a  whole.  But  though 
this  tendency  of  aristocracies  has  often  been  im- 
agined, it  has  never  been  proved,  and  indeed  it 
never  will  be,  for  it  can  be  easily  disproved.  The 
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most  obvious  and  conclusive  fact  against  it  is,  that 
the  English  aristocracy  have  more  children  than 
the  average  of  Englishmen.  A  common  observer  of 
society  would  indeed  expect  to  find  this :  he  would 
remember  that  the  peers  now  differ  very  little  from 
the  rest  of  the  English  gentry ;  that  the  English 
gentry  are  as  a  rule  healthy  and  not  dissipated  men  ; 
that  peers  in  general  are  married  early ;  all  these 
characteristics  make  them  likely  to  have  more  child- 
ren than  other  people,  and  in  fact  they  have  more. 
The  theory  that  aristocracies  of  necessity  diminish  in 
number  fails  in  this  case  even  ludicrously ;  for  that 
theory  attributes  to  the  persons  it  selects  a  deficiency 
in  the  very  particulars  in  which  they  were  likely  to 
excel,  and  do  excel. 

But  though  this  assumption  as  to  the  multiplying 
power  of  the  people  is  true  of  by  far  the  greater  part 
of  the  world,  and  of  most  ages,  it  is  not  true  of  all  the 
world  or  of  all  ages.  Like  the  other  primitive  axiom 
of  political  economy  as  to  land,  it  fails  where  "new" 
countries  are  occupied  by  old  races.  I  have  already 
spoken  of  the  strange  chance  which  has  unpeopled 
so  great  a  part  of  the  world  just  when  civilized 
people  wanted  .  to  go  there.  It  is  strange  to  think 
how  different  would  have  been  the  fate  of  this  and 
of  coming  generations,  if  America  and  Australia  had 
possessed  imperfect  but  thickly  populated  civilizations, 
like  those  of  China  and  of  India.  In  climate,  and  in 
all  external  circumstances,  America  seems  as  fit  for 
an  early  civilization  as  India ;  happily,  however,  it 
did  not  possess  one,  nor  did  Australia, —  there  is 
nothing  there  now  left  to  cumber  the  ground.  A  race 
rich  in  the  arts  of  civilization  is  thus  placed  in  a 
country  rich  in  unowned  but  fertile  land ;  and  in 
these  countries  there  is  no  check  on  population. 
Those  who  can  live  there  —  who  are  the  kind  of 
people  that  can  bear  the  necessary  rudeness  and  can 
live  there  —  can  multiply  as  fast  as  they  like;  they 
will  be  able  to  support  their  children  in  the  rough 
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comfort  of  such  countries.  Those  children  will  not  be 
in  the  least  likely  to  die  off  from  want  or  from  dis- 
ease; on  the  contrary,  they  will  be  as  likely  to  live 
as  any  children  of  the  human  race.  The  possible 
maximum  of  multiplication  is  there  reached,  and  yet 
none  of  the  multipliers  are  deteriorated  in  the  scale 
of  the  life,  or  in  any  of  their  circumstances. 

And  it  is  necessary  to  take  most  careful  ac- 
count of  this  exceptional  case,  because  it  vitally 
affects  the  present  life  of  present  commercial  nations, 
to  which  political  economy  is  meant  to  be  an  ap- 
proximation. The  existence  of  those  nations  is  vitally 
affected  by  the  results  of  this  exception,  and  there- 
fore those  results  must  not  be  neglected.  It  follows 
from  those  results  that  political  economy  is  not  the 
"dismal  science"  which  it  was  thought  to  be  years 
ago,  and  which  many  people  still  imagine  it  to  be  ; 
it  does  not  teach  that  of  necessity  there  will  be,  as 
time  goes  on,  a  greater  and  greater  difficulty  in 
providing  for  the  increase  of  mankind.  It  assumes  as 
an  indisputable  fact  a  present  difficulty ;  but  it  does 
not  assume  or  say  that  this  difficulty  will  increase. 
That  augmentation  of  difficulty  will  not  arise,  first, 
because  some  of  the  inhabitants  of  old  countries  can 
emigrate  to  new  countries,  where  people  may  increase 
as  fast  as  they  can  ;  secondly,  because  those  emigrants 
produce  more  than  they  want  in  bare  subsistence, 
and  can  send  home  a  surplus  to  those  who  remain 
behind ;  thirdly,  because  even  in  the  old  countries  the 
growing  improvement  in  the  arts  of  production  is 
likely  at  least  to  counterbalance  the  inevitable  dif- 
ficulty of  a  gradual  resort  to  less  favored  and  fertile 
soils. 

This  short  explanation  will,  I  think,  be  enough  to 
give  a  rude  idea  of  the  science  of  political  economy 
in  its  present  form.  If  I  w^ere  writing  a  professed 
book  on  the  science,  there  would  be  much  more  to  be 
said  on  the  subject.  But  I  hope  what  has  been  said 
will  be  enough  to  make  plain  the  rest  of  this  book. 
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I  am  to  speak  of  the  creators  of  political  economy, 
and  to  criticize  them ;  and  unless  as  much  as  this  had 
been  said,  the  necessary  considerations  could  scarcely 
have  been  lucidly  explained. 


ADAM  SMITH  AND  OUR  MODERN  ECONOMY. 

i. 

IF  we  compare  Adam  Smith's  conception  of  political 
economy  with  that  to  which  we  are  now  used,  the 
most  striking  point  is,  that  he  never  seems  aware 
that  he  is  dealing  with  what  we  should  call  an 
abstract  science  at  all.  The  "Wealth  of  Nations" 
does  not  deal,  as  do  our  modern  books,  with  a  ficti- 
tious human  being  hypothetically  simplified,  but  with 
the  actual  concrete  men  who  live  and  move ;  it  is 
concerned  with  Greeks  and  Romans,  the  nations  of 
the  Middle  Ages,  the  Scotch  and  the  English,  and 
never  diverges  into  the  abstract  world.  Considering 
"the  natural  progress  of  opulence"  as  an  item  in 
greater  studies,  as  part  of  the  natural  growth  of 
human  civilization,  Adam  Smith  always  thought  how 
it  had  been  affected  by  human  nature  taken  as  a 
whole. 

Adam  Smith  approximates  to  our  modern  political 
economist  because  his  conception  of  human  nature  is 
so  limited.  It  has  been  justly  said  that  he  thought 
"there  was  a  Scotchman  inside  every  man."  His 
"Theory  of  Moral  Sentiments,"  indeed,  somewhat 
differs  in  tone;  but  all  through  the  "Wealth  of 
Nations,"  the  desire  of  man  to  promote  his  pecuniary 
interest  is  treated  as  far  more  universally  intense, 
and  his  willingness  to  labor  for  that  interest  as  far 
more  eager  and  far  more  commonly  diffused,  than 
experience  shows  them  to  be.  Modern  economists, 
instructed  by  a  larger  experience,  well  know  that  the 
force  of  which  their  science  treats  is  neither  so  potent 
nor  so  isolated  as  Adam  Smith  thought ;  they  con- 
sistently advance  as  an  assumption  what  he  more  or 
less  assumes  as  a  fact. 

(343) 
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Perhaps  a  little  unfairly,  nothing  has  more  con- 
duced to  the  unpopularity  of  modern  political  econo- 
mists, and  to  the  comparative  fame  of  .Adam  Smith, 
than  this  superiority  of  their  view  over  his.  Of  course 
Adam  Smith  was  infinitely  too  sensible  a  man  to  treat 
the  desire  to  attain  wealth  as  the  sole  source  of  human 
action  ;  he  much  overrated  its  sphere  and  exagger- 
ated its  effect,  but  he  was  well  aware  that  there  was 
much  else  in  human  nature  besides, — as  a  considerate 
and  careful  observer  of  mankind,  he  could  not  help 
being  aware  of  it.  Accordingly  he  often  introduces 
references  to  other  motives,  and  describes  at  length 
and  in  an  interesting  way  what  we  should  now  con- 
sider non-economical  phenomena ;  and  therefore  he  is 
more  intelligible  than  modern  economists,  and  seems 
to  be  more  practical :  but  in  reality  he  looks  as  if  he 
were  more  practical,  only  because  his  analysis  is  less 
complete,  —  he  speaks  as  if  he  were  dealing  with  all 
the  facts  of  human  nature,  when  he  is  not.  Modern 
economists  know  their  own  limitations ;  they  w^ould 
no  more  undertake  to  prescribe  for  the  real  world 
than  a  man  in  green  spectacles  would  undertake  to 
describe  the  colors  of  a  landscape.  But  the  mass  of 
mankind  have  a  difficulty  in  understanding  this : 
they  think  Adam  Smith  practical  because  he  seems 
to  deal  with  all  the  real  facts  of  man's  life,  though 
he  actually  exaggerates  some  and  often  omits  others ; 
I  but  they  think  modern  economists  unpractical  because 
1  they  have  taken  the  most  business-like  step  towards 
I  real  practice, — that  of  dealing  with  things  one  at  a 
time. 

And  it  is  precisely  this  singular  position  of  Adam 
Smith   which  has  given  him  his   peculiar  usefulness. 
He  fulfilled  two  functions.     On  the  one  hand£)he  pre-; 
I  pared  the    way   for,   though    he    did    not    found,    the 
|  abstract  science  of  political  economy.     The  conception ' 
of    human   nature    which   underlies   the    "Wealth    of 
Nations"   is    near   enough    to    the    fictitious    man    of 
recent    economic    science     to     make     its     reasonings 
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often  approximate  to,  and  sometimes  coincide  with, 
those  which  the  stoutest  of  modern  economists  might 
use.  The  philosophical  and  conscious  approximation 
which  we  now  use,  has  been  gradually  framed  by  the 
continual  purification  of  the  rough  and  vague  idea 
which  he  employed.  In  this  way  Adam  Smith  is  the> 
legitimate  progenitor  of  Ricardo  and  of  Mill  snheir 
books  would  not  have  been  written  in  the  least  as 
they  now  are,  most  likely  would  never  have  been 
written  at  all,  unless  Adam  Smith  or  some  similar 
writer  had  written  as  he  has.  But  on  the  other 
hand,  Adam  Smith  is  the  beginner  of  a  great  practi- 
cal movement  too.  His  partial  conception  of  human 
nature  is  near  enough  to  the  entire  real  truth  of  it 
to  have  been  assumed  as  such  in  his  own  mind,  and 
to  be  easily  accepted  as  such  by  the  multitude  of 
readers.  When  he  writes,  he  writes  about  what  in- 
terests most  practical  men,  in  a  manner  which  every 
one  will  like  who  is  able  to  follow  any  sort  of  writ- 
ten reasoning ;  and  in  his  time  there  was  a  great 
deal  of  most  important  new  truth  which  most  prac- 
tical people  were  willing  to  learn,  and  which  he  was 
desirous  to  teach.  It  is  difficult  for  a  modern  Eng- 
lishman, to  whom  "Free  Trade"  is  an  accepted 
maxim  of  tedious  orthodoxy,  to  remember  sufficiently 
that  a  hundred  years  ago  it  was  a  heresy  and  a 
paradox.  The  whole  commercial  legislation  of  the- 
world  was  framed  on  the  doctrines  of  Protection  ;  all 
financiers  held  them,  and  the  practical  men  of  the 
world  were  fixed  in  the  belief  of  them.  "I  avow," 
says  M.  Mollien,  the  wise  finance  minister  of  the 
first  Napoleon,  "to  the  shame  of  my  first  instructors" 
(the  previous  officials  of  France),  "that  it  was  the 
book  of  Adam  Smith,  then  so  little  known,  but  which 
was  already  decried  by  the  administrators  with  whom 
I  had  served,  which  taught  me  better  to  appreciate 
the  multitude  of  points  at  which  public  finance 
touches  every  family,  and  which  raised  judges  of  it 
in  every  household."  There  were  many  Free-Traders 
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before  Adam  Smith,  both  writers  and  men  of  busi- 
ness, but  it  is  only  in  the  antiquarian  sense  in  which 
there  were  "poets  before  Homer,  and  kings  before 
Agamemnon "  :  there  was  no  great  practical  teacher 
of  the  new  doctrine;  no  one  who  could  bring  it 
home  to  the  mass  of  men ;  who  connected  it  in  a 
plain  emphatic  way  with  the  history  of  the  past  and 
with  the  facts  of  the  present ;  who  made  men  feel 
that  it  was  not^mere^ .book -t}]^J?^i!L-but  S- JMS^ 

rhich    might    bePand    ought    to    be   real.     And   thus 

>y  a  good  fortune  such   as  has   hardly  happened  to 
[ny  other  writer)  Adam   Smith  is  the  true  parent  of- 

"r.  Cobden  and  the  Anti-Corn-Law  League,  as  well 
of  Ricardo  and  of  accurate  political  economy.     His 

rritings  are  semi-concrete,   seeming  to  be  quite   so  ; 
ind  therefore  they  have  been  the  beginning  of  two 

'eat  movements,  one  in  the  actual  and  the  other  in 
cthe  abstract  world. 

Probably  both  these  happy  chances  would  have 
amazed  Adam  Smith  if  he  could  have  been  told  of 
them.  As  we  have  seen,  the  last  way  in  which  he 
regarded  political  economy  was  as  a  separate  and 
confined  speciality :  he  came  upon  it  as  an  insep- 
arable part  of  the  development  of  all  things,  and  it 
was  in  that  vast  connection  that  he  habitually  con- 
sidered it;  the  peculiar  mode  of  treating  the  subject 
which  we  now  have,  had  neVer  occurred  to  him.  And 
the  idea  of  his  being  the  teacher,  who  more  than 
any  one  else  caused  Free  Trade  to  be  accepted  as 
the  cardinal  doctrine  of  English  policy,  would  have 
been  quite  as  strange  to  him.  He  has  put  on  record 
his  feeling  :  — 

"To  expect  indeed  that  the  freedom  of  trade  should  ever  be 
entirely  restored  in  Great  Britain,  is  as  absurd  as  to  expect  that 
an  Oceana  or  Utopia  should  ever  be  established  in  it.  Not  only 
the  prejudices  of  the  public,  but  what  is  much  more  unconquer- 
able, the  private  interests  of  many  individuals,  irresistibly  oppose  it. 
Were  the  officers  of  the  army  to  oppose  with  the  same  zeal  and 
unanimity  any  reduction  in  the  number  of  forces,  with  which  master 
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manufacturers  set  themselves  against  every  law  that  is  likely  to 
increase  the  number  of  their  rivals  in  the  home  market ;  were  the 
former  to  animate  their  soldiers  in  the  same  manner  as  the  latter 
inflame  their  workmen,  to  attack,  with  violence  and  outrage  the  pro- 
posers of  any  such  regulation, — to  attempt  to  reduce  the  army 
would  be  as  dangerous  as  it  has  now  become  to  attempt  to  diminish 
in  any  respect  the  monopoly  which  our  manufacturers  have  obtained 
against  us.  This  monopoly  has  so  much  increased  the  number  of 
some  particular  tribes  of  them,  that  like  an  overgrown  standing 
army,  they  have  become  formidable  to  the  government,  and  upon 
many  occasions  intimidate  the  legislature.  The  member  of  Parlia- 
ment who  supports  every  proposal  for  strengthening  this  monopoly 
is  sure  to  acquire  not  only  the  reputation  of  understanding  trade, 
but  great  popularity  and  influence  with  an  order  of  men  whose  num- 
bers and  wealth  render  them  of  great  importance.  If  he  opposes 
them,  on  the  contrary,  and  still  more  if  he  has  authority  enough 
to  be  able  to  thwart  them,  neither  the  most  acknowledged  probity, 
nor  the  highest  rank,  nor  the  greatest  public  services  can  protect 
him  from  the  most  infamous  abuse  and  detraction,  from  personal 
insults,  nor'  sometimes  from  real  danger,  arising  from  the  insolent 
outrage  of  furious  and  disappointed  monopolists."* 

Yet  in  fact  the  "Utopia"  of  Free  Trade  was  intro- 
duced into  England  by  the  exertions  of  the  "master 
manufacturers " ;  and  those  who  advocated  it,  and 
who  were  "thought  to  understand  trade,"  said  that 
they  had  learned  the  doctrines  they  were  inculcating 
from  the  "Wealth  of  Nations,"  above  and  beyond 
every  other  book. 

ii. 

IF  we  look  at  the  "Wealth  of  Nations"  as  if  it 
were  a  book  of  modern  political  economy,  we  should 
ask  four  questions  about  it :  — 

(1.)  What,  by  its  teaching,  is  the  cause  which 
makes  one  thing  exchange  for  more  or  less  of  other 
things  ? 

*Book  iv.,  Chap.  ii.  The  last  part  refers  doubtless  to  the  assault  on  the 
Duke  of  Bedford  by  the  silk  weavers  in  May,  1765  (see  Horace  Walpole's 
Memoirs,  Vol.  ii. ;  Lord  Mahon's  "History  of  England,"  Chap.  xliv. ;  and 
Vol.  iv.,  page  412,  of  this  edition).  —  ED. 
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(2.)  What  are  the  laws  under  which  that  cause 
acts  in  producing  these  things  ?  —  the  full  reply  to 
which  gives  the  laws  of  population  and  growth  of 
capital. 

(3.)  If  it  turns  out  (as  of  course  it  does)  that 
these  things  are  produced  by  the  co-operation  of 
many  people,  what  settles  the  share  of  each  of  those 
people  in  those  things,  or  in  their  proceeds  ?  The 
answer  to  this  question  gives  what  are  called  the 
"laws  of  distribution." 

(4.)  If  this  co-operation  costs  something  (as  of 
course  it  does,  like  all  other  co-operations),  who  is 
to  pay  that  cost,  and  how  is  it  to  be  levied  ?  The 
reply  to  this  inquiry  is  the  theory  of  taxation. 

To  persons  who  have  not  been  much  accustomed 
to  think  of  these  subjects,  these  questions  may  seem 
a  little  strange  :  they  will  be  apt  to  think  that  I  ought 
to  have  spoken  of  the  laws  of  wealth  and  of  its  pro- 
duction and  distribution,  rather  than  of  the  causes 
which  make  one  thing  exchange  for  more  or  less  of 
other  things,  and  of  the  consequent  laws.  But  the 
truth  is,  that  for  the  purposes  of  political  economy 
"wealth"  means  that  which  possesses  exchange 
value ;  and  on  that  ground  Archbishop  Whately 
wanted  to  call  the  science  "catallactics."  The  air 
and  the  sunlight,  the  riches  of  nature,  are  nothing  in 
political  economy,  because  every  one  can  have  them, 
and  therefore  no  one  will  give  anything  for  them. 
"Wealth"  is  not  such  for  economical  purposes  unless- 
it  is  scarce  and  transferable,  and  so  desirable  that 
some  one  is  anxious  to  give  something  else  for  it. 
The  business  of  the  science  is  not  with  the  general 
bounty  of  nature  to  all  men,  but  with  the  privileged 
possessions  —  bodily  and  mental  powers  included  — 
which  some  have  and  which  others  have  not. 

Unluckily,  when  we  come  to  inquire  what  makes 
these  things  exchange  for  more  or  less  of  value, 
one  among  another,  we  find  ourselves  in  the  middle 
of  a  question  which  involves  many  and  difficult 
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elements,  and  which  requires  delicate  handling.  Most 
of  the  difficulties  which  are  felt  in  reflecting  on  the 
entire  subject  are  owing  to  a  deficient  conception  of 
the  primitive  ingredient ;  and  this  will  surprise  no 
one  conversant  with  the  history  of  science,  for  most 
errors  in  it  have  been  introduced  at  the  beginning,  - 
just  as  the  questions  which  a  child  is  apt  to  ask  are 
in  general  the  ones  which  it  is  hardest  to  answer. 

It  is  usual  to  begin  treating  the  subject  by  sup- 
posing a  state  of  barter;  and  this  is  in  principle 
quite  right,  for  " money"  is  a  peculiar  commodity 
which  requires  explanation,  and  the  simplest  cases  of 
exchange  take  place  without  it.  But  it  is  apt  to  be 
forgotten  that  a  state  of  barter  is  not  a  very  easy 
thing  fully  to  imagine ;  the  very  simplicity  which 
renders  it  useful  in  speculation  makes  it  more  and 
more  unlike  our  present  complex  experience.  Hap- 
pily, though  barter  has  died  out  of  the  adult  life  of 
civilized  communities,  there  remains  an  age  when 
we,  most  of  us,  had  something  to  do  with  it.  To 
schoolboys,  money  is  always  a  scarce  and  often  a 
brief  possession,  and  they  are  obliged  to  eke  out  the 
want  by  simpler  expedients ;  the  memories  of  most 
of  us  may  help  them  in  the  matter,  though  their 
present  life  certainly  will  not. 

Suppose,  then,  that  one  boy  at  school  has  a  ham 
sent  him  from  home  (those  who  object  to  trivial  illus- 
trations must  be  sent  back  to  the  Platonic  Socrates 
to  learn  that  they  are  of  the  most  special  use  in  the 
most  difficult  matters,  and  be  set  to  read  the  history 
of  philosophy  that  they  may  learn  what  becomes  of 
the  pomposity  which  neglects  them),  and  suppose  that 
another  boy  has  cake,  and  that  each  has  more  of  his 
own  than  he  cares  for  and  lacks  something  of  the 
other,  what  are  the  proportions  in  which  they  will 
exchange  ?  If  boy  A  likes  his  own  ham  scarcely  at 
all,  or  not  very  much,  and  if  he  is  very  fond  of 
cake,  he  will  be  ready  to  barter  a  great  deal  of  it 
against  a  little  of  boy  B's  cake;  and  if  boy  B  is 
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fond  of  cake  too  and  does  not  care  so  much  for 
ham,  cake  will  be  at  a  premium,  and  a  very  little  of 
it  will  go  a  great  way  in  the  transaction,  especially 
if  the  cake  is  a  small  one  and  the  ham  a  big  one  ; 
but  if  on  the  contrary  both  boys  care  much  for  ham 
and  neither  much  for  cake,  and  also  the  ham  be 
small  and  the  cake  large,  then  the  ham  will  be  at  a 
premium,  the  cake  at  a  discount,  and  both  sides  of 
the  exchange  will  be  altered.  The  use  of  this  sim- 
plest of  all  cases  is  that  you  see  the  inevitable  com- 
plexity of,  and  that  you  cannot  artificially  simplify, 
the  subject.  There  are  in  every  exchange,  as  we 
here  see,  no  less  than  six  elements  which  more  or 
less  affect  it  in  general :  first  the  quantities  of  the 
two  commodities,  and  next  two  feelings  in  each  ex- 
changer, —  first  his  craving  for  the  commodity  of  the 
other,  and  secondly  his  liking  or  disinclination  for  his 
own.  In  every  transaction,  small  or  great,  you  will 
be  liable  to  blunder  unless  you  consider  all  six. 

The  introduction  of  money  introduces  in  this  re- 
spect no  new  element.  The  inseparable  use  of  that 
incessant  expedient  is  that  which  ingrains  into  civil- 
ized life  the  abstract  idea  of  a  "purchasing  power,"  — 
of  a  thing  which,  when  possessed,  will  obtain  all 
other  things  ;  and  independently  of  the  hand-to-hand 
use  of  money,  this  idea  of  it  as  a  universal  equiva- 
lent, with  the  consequent  means  of  counting,  has 
been  incalculably  beneficial  to  civilization  :  but  into 
a  mere  single  interchange  its  use  introduces  nothing 
new.  Money  in  that  aspect  is  simply  a  desirable 
commodity  ;  it  often  happens  to  be  particularly  cov- 
eted, but  at  other  times,  in  comparison  with  some 
simpler  and  more  essential  things,  its  worth  is 
insignificant. 

Nor  do  the  common  bargains  of  commerce  con- 
tain any  additional  ingredient :  there  are  always  six 
things  to  be  considered.  Suppose  that  a  holder  of 
£10,000  "Peruvians"  wants  to  sell  them  on  the  Lon- 
don exchange,  the  price  he  will  get  will  obviously 
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vary  with  the  quantity  of  Peruvian  stock  there  is 
about  in  the  market,  and  the  quantity  of  money 
which  the  owners  are  ready  to  invest  in  it ;  but  also 
according  to  four  other  things  :  — 

First.  Whether  he  is  anxious  for  money  or  not. 
If  he  has  a  bill  to  meet  to-morrow  morning  and  must 
have  money,  the  chances  are  great  that  some  one  will 
take  advantage  of  his  necessities,  and  he  will  have  to 
take  less ;  if  on  the  other  hand  he  be  a  rich  man,  — 
a  strong  holder,  as  the  phrase  is,  —  he  will  say, 
"Ah,  if  I  cannot  get  my  price  to-day  I  will  wait 
till  to-morrow,"  and  so  he  will  get  a  better  price. 

Secondly.  Even  if  he  is  not  violently  in  want  of 
money,  the  price  will  vary  according  as  he  thinks 
"Peruvians"  more  or  less  likely  to  fall  or  not.  If 
he  thinks  them  a  declining  or  "treacherous"  stock, 
he  will  be  anxious  to  get  rid  of  them,  and  will  be 
less  difficult  as  to  price  ;  if  he  had  private  and 
peculiar  knowledge  that  Peru  was  about  to  imitate 
Spain  and  to  stop  payment  the  next  day,  he  will  sell 
at  once  for  any  price  that  those  not  in  the  secret 
would  be  ready  to  give  him.  In  these  two  ways  the 
bargain  would  be  influenced  by  the  mental  state  of 
the  seller ;  and  it  will  be  influenced  in  two  ways  also 
by  the  mental  state  of  the  buyer.* 

Thirdly.  If  the  buyer  is  desirous  of  the  article, 
because  he  thinks  it  will  get  rapidly  up,  he  of 
course  will  give  more  than  if  he  thinks  it  is  likely 
to  be  stationary,  or  even  for  a  time  to  fall ;  he  will 
"discount"  the  prospect  of  improvement,  as  the 
market  phrase  has  it. 

Fourthly.  If  he  can  make  little  of  his  money  in 
other  ways,  say  if.  it  is  earning  2  per  cent.,  he  will 
be  ready  to  put  it  into  "Peruvians"  at  a  much  lower 
price  than  he  would  if  he  could  get  7  per  cent,  for 
it  in  other  ways.  If  there  were  a  crisis,  and  money 
had  risen  in  value  to  10  per  cent.,  he  would  hardly 

*The  collection  of  tenses  in  this  remarkable  paragraph  has  a  character- 
istically varied  beauty  which  I  have  not  attempted  to  disturb.  — ED. 
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put  it  out  of  his  own  control  by  buying  "  Peruvians " 
with  it  at  any  price,  no  matter  how  low  :  he  would 
prize  the  money  at  such  a  time,  because  in  a  general 
disturbance  it  may  often  be  used  to  untold  advantage, 
pr  may  save  its  owner  from  ruin. 

In  the  bargains  in  all  other  commodities  the  same 

/considerations  have  to  be  taken  account  of,  and  no 

/others.     A    bargain    in    foreign    stocks    or    railway 

shares  is   in   essentials   the   same  as   one   in  corn   or 

cheese :   the   same   six  elements  are  in  each  case  to 

be  thought  of,  and  no  others. 

Every  transaction  in  commerce  is  in  a  legal  sense 
separate  ;  it  is  a  contract  in  which  one  side  engages 
to  do  certain  things  in  return  for  certain  other  things 
which  are  to  be  done  by  the  other  side :  but  in  a 
practical  sense,  most  important  commercial  phenom- 
ena are  interlaced  one  with  another.  The  feelings 
of  each  seller  as  to  parting  or  not  parting  with  his 
goods  are  mainly  caused  —  or  much  caused,  at  any 
rate  —  by  the  amount  of  goods  which  other  dealers 
have  now  in  or  are  about  to  bring  to  market,  and 
also  by  what  he  imagines  to  be  their  "strength"  or 
"weakness,"  — that  is,  their  more  or  less  of  inclina- 
tion to  part  with  their  goods  or  to  retain  them,  —  in 
every  market ;  and  a  most  able  living  economist  * 
has  justly  observed  that  nowadays  this  is  what  we 
mean  by  a  "market."  The  estimate  formed  of  all 
which  the  dealers  have,  and  of  all  which  they  ex- 
pect to  have,  is  all  pretty  much  collected  into  one 
corporate  opinion,  which  floats  variously  about  upon 
the  lips  of  men,  though  often  it  would  not  be  easy 
to  condense  into  a  formula,  or  to  bring  it  home  on 
evidence  to  any  single  speaker.  For  the  most  part 
it  is  an  imbibed,  not  a  discovered  fact,  that  the 
market  is  "dull,  and  likely  to  be  dull,"  "lively, 
and  likely  to  be  so ; "  these  are  in  part  truths  of  ob- 
servation, but  in  part  also  accredited  hypotheses,  —  a 
market  knows  its  own  present  state,  and  anticipates 


*  Professor  Jevons's  "Theory  of  Political  Economy,"  page  85. 
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its  own  future,  by  signs  which  an  outside  observer 
would  not  see,  and  by  the  unconscious  contribution 
of  many  minds  to  a  daily  growing  opinion.  "  A  mar- 
ket in  the  higher  commercial  sense  of  the  wor\d  *  —  in 
the  sense  in  which  we  speak  of  the  "money  market'7 
—  does  not  mean,  as  it  once  did,  a  place  where  goods 
are  exposed,  but  a  historical  result  of  the  proximity 
of  traders  ;  a  set  of  dealers  cognizant  of  one  another, 
and  acquainted  more  or  less  with  each  other's  posi- 
tion and  each  other's  intentions. 

It  must  not  be  supposed,  however,  that  the  pro- 
cess of  bargain-making  approaches  in  general  to  a 
statistical  calculation.  A  person  proposing  to  buy, 
looks  at  a  trade  circular  to  see  what  the  writer 
of  it  thinks  'the  price  is  ;  he  asks  the  broker  what 
price  has  been  given,  what  offered,  what  refused  ; 
he  inquires  whether  holders  are  strong  or  weak, 
whether  they  are  under-supplied  or  over-supplied  ;  he 
asks  if  other  buyers  are  many  or  few,  whether  they 
are  eager  or  indifferent,  whether  they  have  much 
money  or  whether  they  have  little  :  and  out  of  these 
inquiries  he  forms  an  idea  of  the  price  at  which  he 
is  likely  to  buy  the  commodities.  A  person  intending 
to  sell  a  commodity  forms  in  like  manner  a  notion 
of  the  price  he  is  likely  to  obtain  for  it ;  on  the 
surface  the  appearance  is  often  frivolous  enough. 
Many  persons  go  about  inquiring,  "  In  what  state  do 
you  think  the  market,  sir?"  and  getting,  as  it  would 
seem,  not  much  reply  in  return  ;  but  underneath 
there  are  some  of  the  keenest  anxieties  and  most 
ardent  hopes  of  human  nature.  A  large  quantity 
of  goods  is  on  the  market,  by  selling  which  many 
holders  must  live,  if  they  live  at  all ;  a  great  though 
uncertain  quantity  of  money  is  in  the  market, 
which  the  owners  mean  to  live  by  investing  :  the 
main  interest  of  many  lives  is  at  stake,  and  the 
subsistence  of  many  families,  little  as  on  the  outside- 
the  market  looks  so. 


*An  evident  misprint  for  "word."  —  ED. 
VOL.  V.— 23 
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On  the  whole,  then,  we  may  sum  the  matter  up 
thus  :  — 

/      First.     That  a  bargain  will  be  struck  when  four 
('conditions  are  satisfied,  viz.  :  — 

When   the    seller    thinks    he    cannot    obtain    more 
CO   from  the   buyer   with   whom   he   is   dealing,   or   from 
any  other; 

When  he  is  sufficiently  desirous  to  sell  his  article, 
or  enough  in  want  of  money,  to  take  that  price  ; 

When  the  buyer  thinks  that  he  cannot  obtain  the 
(3)  article  for  less,  either   from   that  seller  or  from  any 

one  else  ; 

x-  ^       When  he  is  so  eager  for  the  article,  or  so  anxious 
vy  to  invest  his  money,  as  to  give  it. 

Secondly.  That  .every  bargain  is  a  datum  for  other 
bargains,  and  influences  the  opinions  on  which  they 
kre  based. 

Thirdly.  That  the  average  price  of  such  bargains 
is  the  market  price. 

Fourthly.  That  the  main  elements  of  market 
price  are  those  which  prevail  in  most  bargains  ;  viz., 
the  actual  quantity  of  the  article  in  the  market, 
the  quantity  of  money  actually  ready  to  be  invested 
in  it,  and  the  average  strength  with  which  the  wish 
,$o  hold  the  article,  the  wish  to  acquire  it,  the  wish 
jto  obtain  money  and  the  wish  to  invest  it,  operate 
through  the  whole  class  of  buyers  and  of  sellers. 

These  formulae  may  seem  complex,  but  I  do  not 
think  that  any  of  them  can  be  left  out  or  shortened 
except  by  omitting  necessary  facts.* 

An  attempt  is  indeed  commonly  made  to  abbre- 
viate these  rules  ;  very  much  the  same  is  meant  by 
the  common  phrase  that  market  price  is  determined 
by  "supply  and  demand,"  which  is  a  good  phrase 
enough  when  you  know  how  to  manage  it.  But  the 
effect  of  vising  so  few  words  for  so  much  meaning 
is,  that  they  are  continually  being  used  in  various 
senses  ;  no  one  signification  of  the  terms  can  be 


*  See  Appendix. 
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stretched  over  the  whole  matter  :  and  in  consequence, 
a  literature  has  come  to  exist  discussing  their  am- 
biguities. The  most  obvious  objection  is,  that  if  the 
words  are  taken  in  their  natural  sense  they  imply 
a  relation  between  two  things  of  wholly  different 
natures :  demand  is  a  desire  in  the  mind,  supply 
a  quantity  of  matter ;  how  then  can  there  be  an 
equality  between  them?  And  even  when  "demand" 
is  used  in  the  best  sense,*  for  the  quantity  of  money 
or  purchasing  power,  the  formula  has  the  defect  of 
mentioning  only  the  two  quantities  of  the  changing 
commodities,  of  not  saying  that  they  are  only  esti- 
mates of  quantities,  and  of  not  warning  those  who 
use  it  that  they  must  likewise  consider  the  other 
elements, — the  four  wishes  of  the  two  exchangers. 

It  is  most  important  to  be  clear  upon  the  matter, 
because  confusion  about  it  has  led  and  still  leads 
to  many  most  mischievous  fallacies.  For  example, 
it  has  been  vigorously  argued  that  trades-unions 
could  not  alter  the  price  of  labor:  "The  supply, 
the  number  of  laborers,"  it  was  said,  "is  the  same 
as  before,  and  also  the  demand,  viz.,  the  quantity  of 
money  wanting  to  buy  labor :  the  two  causes  being 
thus  identical,  the  effect  cannot  be  different."  But 
in  fact  a  trades-union  establishment  at  once  alters 
the  mental  conditions  :  it  turns  the  laborer,  in  the 
Stock  Exchange  language,  from  a  weak  holder  into 
a  strong  one;  it  enables  him  to  hold.  Before,  he- 
must  either  take  the  master's  terms  or  starve  ;  now 
he  has  money  to  live,  and  will  often  get  more,  be- 
cause he  can  stand  out  for  a  good  bargain. 

The  complete  view  of  the  facts  thus  effaces  at 
once  the  ingrained  mistake  of  the  last  generation, 
and  it  also  destroys  as  quickly  a  recent  error  now 
common.  It  is  imagined  that  because  trades-unions 

*See  the  admirable  dissertation  of  Professor  Cairnes,  "Leading  Prin- 
ciples," pages  17-40.  A  most  ingenious  collection  of  the  difficulties  of  the 
doctrine  of  supply  and  demand  as  usually  stated  will  be  found  in  "  Thornton 
on  Labor,"  Book  ii.,  Chap.  i.  —  B. 
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have  sometimes  raised  wages  to  some  extent,  they 
can  raise  them,  at  any  rate  gradually,  to  any  extent ; 
but  we  now  see  the  limit  of  their  power.  They  can 
only  win  when  the  funds  of  the  union  are  stronger 
than  the  funds  of  the  capitalists  -9  and  this  will 
sometimes  be  so  and  sometimes  not  be  so.  A  clear 
view  of  the  facts  also  explains  (that  which  is  a  diffi- 
culty in  the  ordinary  theory)  the  difference  between 
a  speculative  market  and  an  ordinary  one  :  so  long 
as  it  is  imagined  that  market  price  is  determined 
by  the  supply  of  the  article  in  the  market  and  the 
money  here  eager  to  buy  it,  it  is  not  possible  to 
explain  why  two  markets  in  which  both  these  ele- 
ments coincide  should  be  so  different  as  a  dull  mar- 
ket and  an  excited  one  always  are;  but  as  soon  as 
we  understand  that  we  have  to  deal  likewise  with 
opinions  and  with  wishes,  we  see  how  there  is  great 
scope  for  discrepancy  and  for  mutability. 

Again,  on  another  side  of  the  subject,  it  has  been 
incessantly  said  that  (at  all  events  since  the  Act  of 
1844,  which  limits  the  power  of  issue)  the  Bank  of 
England  cannot  alter  the  rate  of  discount :  there  exist, 
it  is  said,  a  certain  number  of  bills  and  a  certain 
amount  of  money  ready  to  be  invested  in  bills,  and  this 
determines  the  way  in  which  one  will  be  exchanged 
for  the  other.  But  in  fact,  much  of  such  money  is 
held  by  the  Bank  of  England,  and  the  fact  of  its 
being  unwilling  to  lend  inevitably  alters  the  "equa- 
tion of  exchange"  :  the  desire  of  the  principal  dealers 
to  operate  or  not  to  operate  is  a  vital  element  in 
every  market.  When  you  read  in  the  jargon  of  trade 
circulars  that  "yarns  are  sluggish,"  and  that  "teas 
are  lively,"  the  palliation  for  the  use  of  these  ridiculous 
adjectives  is,  that  in  the  facts  described  there  is  as 
much  of  mental  state  as  of  physical  supply. 

It  is  in  consequence  of  the  extreme  importance  of 
these  mental  elements  that  in  all  markets  you  hear 
so  much  of  "flying  and  often  concocted  rumors." 
On  the  Stock  Exchange  "the  lie  of  the  day,"  as 
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Dr.  Johnson  would  have  called  it,  always  has  some 
influence,  because  the  momentary  wishes  of  sellers 
to  sell  and  buyers  to  buy  are  greatly  affected  by 
what  they  hear  as  to  possible  wars  and  revolutions 
of  the  nations  whose  debts  they  are  buying  and 
selling.  The  best  states  only  care  for  such  rumors 
at  critical  instants  ;  but  more  or  less  the  reputes  of 
minor  ones  lie  at  the  "truth  of  him  that  makes  it," 
and  their  credit  is  incessantly  talked  up  and  talked 
down  much  more  than  they  themselves  desire. 

The  league  of  the  moment  —  "rig,"  "ring,"  "syn- 
dicate," or  "pool,"  or  what  not,  "one  form  with 
many  names "  —  operates  in  the  same  way :  it  is  a 
mental*  expedient  for  changing  the  mental  state  of 
the  market.  By  combining,  the  same  persons  are 
able  to  make  the  same  amount  of  speech  and  the 
same  amount  of  money  go  further.  They  affect 
opinion  more,  because  they  say  the  same  things  ;  and 
they  are  more  tenacious  holders  or  more  desperate 
buyers,  because  they  rely  one  on  another. 

We  see  too  from  this  analysis  why  it  is  that  one 
man  is  a  good  seller  and  another  a  bad  one.  "  A  good 
seller  is  a  good  advocate,  ^wno  acts  effectually  on 
the  opinions  and  feelings  of  persons  inclined  to  deal 
with  him  :  who  makes  them  think  that  the  article  is 
very  excellent ;  that  it  is  growing  very  scarce,  that 
it  is  going  to  be  scarcer;  that  a  great  many  people 
are  wanting  it,  that  much  money  is  going  to  be  had 
for  it ;  that  the  holders  in  general  are  anxious  not 
to  sell  as  yet,  because  they  believe  it  will  get  dearer; 
that  he  himself  is  above  all  unwilling  to  part  with 
his  article,  and  will  do  so  only  as  a  personal  favor  : 
he  weakens  the  judgment  and  intensifies  the  desire 
of  his  opponent  as  he  wishes. 

The  requisites  of  a  good  buyer  are  in  essentials 
the  same  :  he  also  is  an  advocate,  only  on  the  other 
side.  He  has  to  show  that  the  "article  in  question  is 


*The  adjective  is  meaningless  and  probably  a  slip  of  the  pen  :  a  tempo- 
rary "ring"  is  no  more  "mental"  than  a  permanent  partnership. — ED. 
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undesirable,  that  it  is  plentiful,  that  most  holders 
are  most  anxious  to  sell  it ;  that  few  persons,  and 
those  with  little  money,  are  coming  forward  to  buy 
it;  that  though  perhaps  he  might  himself  be  induced 
to  buy  a  little  of  it,  yet  it  would  only  be  under 
peculiar  circumstances  and  as  a  matter  of  private 
feeling.  There  is  indeed  a  common  saying  that  a 
good  buyer  is  much  rarer  than  a  good  seller ;  and 
I  believe  that  the  Manchester  warehouse-keepers,  as 
they  are  called, — that  is,  the  great  dealers  in  under- 
clothing :  great  traders,  but  who  do  not  produce 
anything,  and  must  therefore  both  largely  buy  and 
sell  —  give  higher  salaries  to  their  buyers  than  to 
their  sellers.  vBut  this  is  only  because  the  buyers  are 
the  advocates  who  have  to  address  the  more  skilled 
audience ;  they  buy  of  a  few  manufacturers  who 
understand  business  well,  and  must  therefore  be 
careful  what  they  say.  The  sellers  for  the  firm,  who 
distribute  the  goods  among  the  country  shops,  have 
people  of  very  inferior  intelligence  to  deal  with.  A 
few  good  buyers,  therefore,  purchase  what  many. less 
qualified  sellers  dispose  of ;  but  in  its  essence  the 
business  is  identical,  —  it  consists  in  exciting  desire 
and  in  modifying  opinion. 

It  may  strike  some  people  that  if  prices  thus  de- 
pend on  casual  opinions  and  on  casual  desires,  it  is 
odd  that  prices  in  markets  should  be  so  uniform  on 
particular  days  in  particular  markets  as  they  really 
are ;  v  but  in  fact,  at  ordinary  times,  these  casual 
opinions  and  casual  desires  form  a  sort  of  average. 
The  timid  seller  is  emboldened  by  knowing  that 
others  are  courageous,  the  necessitous  by  knowing 
that  others  are  strong ;  the  cautious  buyer  is  forced 
on  because  he  knows  that  eager  ones  will  outstrip 
him,  the  adventurous  is  restrained  because  he  knows 
that  others  have  doubts :  and  so  on  through  the 
whole  subject.  In  the  infancy  of  trade,  no  doubt 
there  is  ample  room  for  great  variations.  A  most 
graphic  observer  has  said  of  Oriental  markets  :  — 


ADAM   SMITH  AND   OUR  MODERN  ECONOMY.  359 

"The  necessities  of  a  savage  are  soon  satisfied;  and  unless  he 
belongs  to  a  nation  civilized  enough  to,  live  in  permanent  habita- 
tions, and  secure  from  plunder,  he  cannot  accumulate,  but  is  only 
able  to  keep  what  he  actually  is  able  to  carry  about  his  own  per- 
son. Thus  the  chief  at  Lake  N'gami  told  Mr.  Andersson  that  his 
beads  would  be  of  little  use,  for  the  women  about  the  place  already 
'grunted  like  pigs'  under  the  burden  qf  those  that  they  wore,  and 
which  they  had  received  from  previous  travelers."* 

But  in  civilized  times  facts  are  known,  advocacy  is 
weak,  and  prices  are  usually  uniform.  -'But  they  are 
not  so  at  a  commercial  crisis ;  then,  as  the  phrase 
goes,  prices  are  very  "wide."  A  necessitous  seller 
must  sell,  and  he  pulls  down  the  price  for  an  instant ; 
but  if  a  buyer  is  stimulated  by  this,  and  wants  to 
buy  more  at  the  same  price,  he  will  find  that  he 
cannot  do  it.  There  are  no  more  equally  necessitous 
sellers  in  the  market ;  the  rest  do  not  want  money 
for  the  instant,  and  will  not  sell  except  at  a  much 
higher  price.  At  such  a  moment,  too,  skillful  people 
will  act  on  the  fears  of  others  :  I  have  heard  it  said 
of  a  bland  and  delicate  operator,  who  was  ultimately 
very  successful,  that  at  critical  times  "he  encouraged 
others  to  be  frightened";  and  in  panics,  cool  heads 
and  strong  nerves  make  much  by  dealing  with  weak 
nerves  and  hot  heads.  But  in  common  times  the 
contrary  tendencies  are  subdued  to  an  average  ;  the 
most  anxious  seller  will  depress  a  good  stock  but 
very  little,  and  the  most  eager^  will  raise  it  but  a 
little  also. 

I  have  been  obliged  to  state  the  facts  carefully, 
before  discussing  Adam  Smith's  doctrine,  because  I 
could  not  otherwise  make  an  attempt  to  estimate  it 
intelligibly ;  and  I  must  go  on  with  some  further 
facts  also,  or  even  that  estimate  would  be  broken 
and  faulty.  At  a  glance,  it  is  plain  that  the  doctrine 
of  exchange  which  I  have  sketched  cannot  be  the 
final  theory  :  *  it  depends  on  the  relative  quantity  of 
two  things ;  but  as  most  things  can  be  increased  at 


*  Gallon's  "Art  of  Travel,"  under  "Presents  and  Articles  for  Payment.' 
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will  by  human  labor,  men  have  therefore  in  most 
cases  the  means  of  making  these  quantities  what 
they  please,  and  therefore  these  quantities  cannot  be 
ultimate  causes.  "Supply  and  demand"  cannot  be 
final  regulators  of  value ;  for  in  most  cases  men 
can  supply  what  they  like,  and  to  finish  the  subject 
we  must  know  when  they  will  begin  to  do  so  and 
when  they  will  leave  off. 

.The  first  answer  to  be  given  to  these  questions 
is,  that  producers  who  produce,  in  order  to  receive 
something  in  exchange  for  their  products,  will  go  on 
producing  as  long  as  the  gain,  pleasure,  satisfaction 
(whatever  word  you  choose  to  use)  they  receive  from 
that  something  is  a  sufficient  compensation  to  them 
for  the  bore  and  irksomeiiess  of  production,  and  they 
will  stop  producing  when  it  ceases  to  be  sufficient. 
In  an  early  state  of  society  it  is  easy  to  imagine 
simple  cases  of  this.  In  the  times  of  which  the 
Scandinavian  "  kitchen-middings "  are  the  only  extant 
vestige,  the  population  lived  partly  by  hunting  and 
partly  by  fishing :  most,  I  suppose,  did  both ;  some 
confined  themselves  to  that  which  they  did  best,  a  In 
that  case  a  hunter  who  only  hunted  would  work  as 
long  as  the  fish  received  in  exchange  seemed  to  him 
to  repay  the  trouble  of  hunting;  a  fisherman  who 
only  fished  would  do  the  same.  The  man  who  tat-^ 
tooed  the  population  would  continue  to  do  so  as  long 
as  the  game  or  the  fish  he  received  in  return  seemed 
to  make  it  worth  his  while.  The  polisher  of  flint 
implements  or  bones  would  do  just  the  same.  The 
essence  of  the  whole  is  the  exchange  of  the  produce 
of  much  labor  and  very  little  capital,  so  long  as 
the  laborer  thinks  what  he  thus  obtains  repays  him 
for  his  labor.  And  the  same  thing  goes  on  down 
to  the  end  of  civilization  in  a  subordinate  way  : 
an  old  woman  gathers  laver  on  the  sea-shore  of 
Somersetshire  as  long  as  any  one  will  give  the 
pittance  she  expects  for  it  ;  a  diver  will  bring  up 
pearls  as  long  as  any  one  will  give  what  he  thinks 
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is  enough  to  make  it  worth  while  to  go  to  the 
bottom  of  the  sea  for  them.  The  primitive  form 
of  production  still  exists,  and  the  primitive  estimate 
of  recompense ;  but  in  most  cases  they  exist  as 
"survivals"  only.  In  two  remarkable  instances,  of 
which  I  shall  speak  hereafter,  they  still  alter  the 
main  tide  cf  commerce  :  but  for  the  most  part  the 
interest  of  the  transactions  is  principally  antiqua- 
rian, —  little  money  is  now  made  by  them  ;  but  they 
are  worth  thinking  of  now  and  then,  because  they 
remind  us  of  what  once  was  the  only  way  in  which 
the  relative  value  of  commodities  was  finally  deter- 
mined in  the  world. 

But  the  main  part  of  modern  commerce  is  car- 
ried on  in  a  very  different  manner  ;  it  begins  at  a 
different  point  and  ends  at  a  different  point.  The 
fundamental  principle  is  indeed  the  same :  the  de- 
termining producer  —  the  person  on  whose  volition  it 
depends  whether  the  article  shall  be  produced  or  not  — 
goes  on  so  long  as  he  is  satisfied  with  his  recom- 
pense, and  stops  when  he  ceases  to  be  so  satisfied. 
•  But  this  determining  producer  is  now  not  a  labo/er 
but  a  capitalist :  in  nine  hundred  and  ninety-nine 
cases  out  of  every  thousand,  it  is  the  capitalist  and 
not  the  laborer  who  decides  whether  or  not  an  enter- 
prise shall  be  commenced,  and  therefore  whether  the 
consequent  commodity  shall  come  on  the  market ;  he 
buys  his  labor  just  as  he  buys  his  raw  material.  He 
may  calculate  wrongly  in  both  cases ;  he  may  think 
he  will  buy  when  labor  or  material  is  cheaper  than 
it  turns  out  that  he  can  [buy  them]  :  •  but  his  calcu- 
lation will  be  the  critical  element  in  the  whole  busi- 
ness, —  that  which  decides  whether  it  shall  or  shall 
not  be  entered  upon. 

This   change   has   occurred   in  the   organization  of 
industry,  because   the   new   mode   of  organizing  it   is 
infinitely    more    efficient    than    the    old.     A    body    of  , 
separate  laborers  has  many  of  the  characteristics  of  a 
mob  ;   but  one  acting  under  the  control  of  a  capitalist 
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has  many  of  those  of  an  army.  A  capitalist  pro- 
vides his  laborers  with  subsistence,  directs  each 
what  he  shall  do  and  when,  and  educes  the  desired 
result  of  the  whole  combination  at  the  proper  time, 
much  as  a  general  does ;  he  and  his  men  will  live 
and  will  produce  riches  where  a  mere  multitude  of 
laborers  will  starve.  When,  in  very  modern  times, 
it  has  been  endeavored  in  schemes  of  "co-operation" 
to  enable  laborers  to  subsist  without  dependence  on 
an  individual  capitalist,  it  has  been  necessary,  under 
cloak  of  the  combination,  to  invent  a  capitalist  in 
disguise.  A  common  fund  subscribed  beforehand,  an 
elected  board  to  invest  it,  a  selected  manager  to  com- 
bine it,  are  all  refined  expedients  for  doing  in  a 
complex  way  what  the  single  rich  capitalist  does  in 
a  simple  way  ;  even  yet  we  do  not  know  how  far 
they  can  be  applied  w^ith  comparable  efficiency.  In 
simpler  times,  the  rich  man  who  has  much  before- 
hand buys  the  labor  of  his  poorer  neighbors  who 
have  nothing,  and  directs  their  power  towards  results 
which  no  one  of  them  could  perhaps  have  conceived, 
and  which  a  thousand  times  as  many,  without  his 
controlling  mind,  would  have  been  impotent  to  pro- 
duce. On  one  point,  however,  —  the  point  which  is 
most  material  for  the  present  purpose,  —  the  old  or- 
ganization or  disorganization  of  mere  laborers  acting 
separately,  and  the  exact  modern  industry  where 
enterprise  depends  on  the  fiat  of  the  capitalist,  are 
alike,  and  are  so  because  human  nature  is  alike 
both  in  capitalist  and  laborer  :  neither  of  them  will 
take  much  trouble  to  obtain  in  one  way  that  which 
he  can  obtain  with  very  little  trouble  in  another 
way.  As  far  as  labor  can  migrate  from  employment 
to  employment,  articles  produced  by  the  same  labor 
will  exchange  for  one  another; :  if  it  were  not  so,  the 
laborers  who  worked  at  the  thing  which  fetched 
least  would  be  throwing  away  some  of  their  labor  ; 
they  would  do  better  to  produce  something  else,  and 
in  the  end  they  would  do  so.  In  the  same  way,  as 
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far  as  capital  (including  the  capital  which  buys  labor) 
can  be  transferred  from  employment  to  employment, 
things  produced  with  the  same  amount  of  capital, 
in  similar  times  and  similar  circumstances,  exchange 
one  for  another  ;  when  it  is  not  so,  capital  tends  to 
go  from  the  pursuit  [s]  in  which  it  is  less  profitably 
employed  to  those  in  which  it  is  more  so. 

As  might  be  expected,  the  modern  organization  is 
much  more  perfect  in  this  respect  as  in  most 
others  ;  labor  always  circulates  from  employment  to 
employment.  \ 

"Whatever,"  says  Adam  Smith,  "obstructs  the  free  circulation 
of  labor  from  one  employment  to  another  obstructs  that  of  stock 
likewise ;  the  quantity  of  stock  which  can  be  employed  in  any 
branch  of  business  depending  very  much  upon  that  of  the  labor 
which  can  be  employed  in  it.  Corporation  laws,  however,  give 
less  obstruction  to  the  free  circulation  of  stock  from  one  place  to 
another  than  to  that  of  labor ;  it  is  everywhere  much  easier  for  a 
wealthy  merchant  to  obtain  the  privilege  of  trading  in  a  town 
corporate,  than  for  a  poor  artificer  to  obtain  that  of  working  in  it. 

' '  The  obstruction  which  corporation  laws  give  to  the  free  circula- 
tion of  labor  is  common,  I  believe,  to  every  part  of  Europe.  That 
which  is  given  to  it  by  the  poor  laws  is,  so  far  as  I  know,  pecul- 
iar to  England :  it  consists  in  the  difficulty  which  a  poor  man  finds 
in  obtaining  a  settlement,  or  even  in  being  allowed  to  exercise  his 
industry,  in  any  parish  but  that  to  which  he  belongs.  It  is  the 
labor  of  artificers  and  manufacturers  only  of  which  the  free  circu- 
lation is  obstructed  by  corporation  laws  ;  the  difficulty  of  obtaining 
settlements  obstructs  even  that  of  common  labor."* 

Man  is  of  all  pieces  of  luggage  the  most  difficult 
to  be  removed.  In  general  an  ill-paid  laborer  early 
in  life  gives  hostages  to  misfortune,!  —  he  burdens 
himself  with  the  support  of  a  wife  and  children  ;  he 
cannot  move,  or  they  would  starve.  But  civilization 
has  invented  an  elaborate  machinery  for  holding 
capital  in  a  transferable  form.  The  basis  of  this 
machinery  is  the  invention  of  money ;  one  of  the 

*  Book  i.,  Chap.  x. 

file  that  hath  wife  and  children  hath  given  hostages  to  fortune."  — 
Bacon,  Essay  on  Marriage. 
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uses  of  money  is,  that  it  is  a  mode  in  which  capital 
may  be  held  without  loss  in  what  may  be  called 
a  "provisional"  form.  All  capital  originally  comes 
from  production,  —  is,  say,  so  much  corn  or  tin  or 
hemp ;  but  if  a  man  holds  corn  or  any  other  com- 
modity, he  may  not  be  able  to  exchange  it  in  a  little 
while  for  so  much  as  he  can  to-day, — most  commod- 
ities are  in  their  nature  perishable,  and  most  others 
are  liable  to  depreciation  from  the  change  in  human 
desires.  But  money  is  always  wanted,  for  it  will  buy 
everything ;  any  one  who  is  not  sure  how  he  will 
ultimately  employ  his  capital  can  hold  it  in  the  form 
of  money.  This  provisional  state  —  this  interval  of 
non-employment  —  is  a  great  security  for  the  sub- 
stantial equality  of  equal  capitals  in  equal  employ- 
ments ;  for  it  gives  capitalists  time  to  look  before 
them  and  see  what  they  should  select  because  it  will 
yield  most,  and  what  they  should  avoid  because  it 
will  yield  least. 

But  in  this  its  elementary  form,  the  machinery 
for  holding  capital  (so  to  say)  in  expectation  has  an 
obvious  defect  :  the  capitalists  derive  no  income  from 
it  while  it  is  in  a  state  of  indecision.  "Money"  is 
barren,  according  to  the  old  saying,  and  whoever 
holds  mere  coin  will  certainly  derive  no  income.  But 
in  countries  where  banking  is  well  developed,  the 
machinery  is  far  more  efficient  :  a  man  who  has 
capital  lying  idle  can  place  it  with  a  banker,  who, 
if  he  will  agree  to  give  some  notice  before  he  with- 
draws it,  will  agree  to  pay  him  some  interest  on 
it.  This  interest,  as  far  as  it  goes,  is  a  source  of 
income  during  the  period  of  suspended  investment, 
and  is  something  on  which  the  capitalist  can  subsist 
without  trenching  on  his  capital,  and  without  hurry- 
ing to  a  premature  use  of  it.  This  capital  awaiting 
investment  the  banker  employs  in  the  same  way 
that  he  employs  the  unused  balances  of  people's 
income  ;  and  that  is,  in  lending  to  the  trades  which 
are  at  the  moment  most  profitable.  As  I  have  else- 
where explained :  — 


ADAM  SMITH  AND   OUR  MODERN  ECONOMY.  365 

Political  economists  say  that  capital  sets  towards  the  most 
profitable  trades,  and  that  it  rapidly  leaves  the  less  profitable 
and  non-paying  trades ;  but  in  ordinary  countries  this  is  a  slow 
process,  and  some  persons  who  want  to  have  ocular  demonstration 
of  abstract  truths  have  been  inclined  to  doubt  it  because  they  could 
not  see  it.  In  England,  however,  the  process  would  be  visible 
enough  if  you  could  only  see  the  books  of  the  bill-brokers  and  the 
bankers  :  their  bill  cases  as  a  rule  are  full  of  the  bills  drawn  in 
the  most  profitable  trades,  and  cceteris  paribus  and  in  comparison 
empty  of  those  drawn  in  the  less  profitable.  If  the  iron  trade  ceases 
to  be  as  profitable  as  usual,  less  iron  is  sold  ;  the  fewer  the  sales 
the  fewer  the  bills  :  and  in  consequence  the  number  of  iron  bills 
in  Lombard  Street  is  diminished.  On  the  other  hand,  if  in  conse- 
quence of  a  bad  harvest  the  corn  trade  becomes  on  a  sudden  profit- 
able, immediately  "corn  bills"  are  created  in  great  numbers,  and 
if  good  are  discounted  in  Lombard  Street.  Thus  English  capital 
runs  as  surely  and  instantly  where  it  is  most  wanted,  and  where 
there  is  most  to  be  made  of  it,  as  water  runs  to  find  its  level.* 

In  this  way  "expectant  capital,"  while  it  is  so 
expectant,  forms  part  of  a  fund  which  is  lent  now 
to  this  trade  and  now  to  that,  according  as  for  the 
moment  each  trade  is  more  profitable  ;  "and  at  last, 
instructed  by  reflection,  its  owner  will  invest  it,  other 
things  being  equal,  in  the  trade  which  offers  the  most 
for  it.  In  its  temporary  use  it  tends  to  equalize  tem- 
porary profits  ;  in  its  permanent  use  it  does  so  too. 

No  doubt  some  callings  are  naturally  pleasant,  oth- 
ers unpleasant ;  some  encouraged  by  opinion,  others 
adverse  to  it ;  some  easy  to  learn,  some  difficult ; 
some  easy  to  enter,  others  hedged  in  by  tradition 
and  privilege ;  some  abounding  in  risk,  some  with 
little  of  it :  but  our  principle  is  not  affected  by 
these.  'It  is  that,  non-pecuniary  encouragements 
and  discouragements  being  reckoned,  -capitals  em- 
ployed in  all  trades  yield  an  equal  return  in  equal! 
times. 

What  that  return  will  be,  it  would  be  premature 
here  to  speak  of.  It  is  only  necessary  to  say  that 
it  is  such  as  the  capitalist  will  think  worth  while 

*  See  pages  10,  11  of  this  volume. 
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to  invest  his  capital  for, — enough,  that  is,  to  com- 
pensate him  for  the  inevitable  trouble  and  attendant 
risk  ;  if  it  is  not  enough,  he  will  let  it  continue  un- 
invested at  interest,  or  will  eat  it  up  and  live  on  it. 

We  must  carefully  bear  in  mind,  too,  that  the 
rule  that  equivalent  returns  are  made  to  equal  capi- 
tals in  the  same  times  is  only  true  of  employments 
between  which  capital  fluctuates  freely.  This  is  to 
an  almost  perfect  extent  true  of  employments  in  this 
country,  and  to  a  great  extent,  though  far  from  an 
equal  extent,  to  the  employments  of  its  own  coun- 
try.* But  it  is  not  at  all  true  of  employments  in 
different  countries  :  English  capital,  by  far  the  most 
locomotive  of  all  capitals,  will  not  go  abroad  for 
the  same  percentage  of  return  that  will  suffice  it  at 
home.  A  great  deal  of  the  capital  of  all  countries  — 
by  far  the  greater  part  of  it  everywhere,  indeed - 
could  hardly  on  any  terms  be  tempted  abroad.  We 
have  arrived,  however,  at  the  principle  that  within 
the  same  nation  all  commodities  -will  tend  to  be  of 
the  same  exchangeable  value  whose  cost  of  produc- 
tion is  identical ;  and  that  this  cost  of  production  is 
that  which  the  capitalist  expends,  and  the  return  for 
which  he  is  willing  to  take  the  pains  of  expending  it. 

And  this  will  be  enough  for  our  present  purpose. 

in. 

ON  all  these  subjects  Adam  Smith  wrote  in  an  ex- 
tinct world,  and  one  of  the  objects  always  before 
him  was  to  destroy  now  extinct  superstitions.  In 
that  age  it  was  still  believed  —  though  the  belief  was 
dwindling  away  —  that  wealth  consisted  in  '"money," 
and  that  its  value  was  somehow  different  from  that 
of  anything  else.  As  Adam  Smith  himself  describes 
it:  — 

"That  wealth  consists  in  money,  or  in  gold  and  silver,  is  a 
popular  notion  which  naturally  arises  from  the  double  function  of 
money,  as  the  instrument  of  commerce  and  as  the  measure  of 
value.  In  consequence  of  its  being  the  instrument  of  commerce, 

*Read  "to  all  employments  within  their  own  country."  —  ED. 
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when  we  have  money  we  can  more  readily  obtain  whatever  else  we 
have  occasion  for  than  by  means  of  any  other  commodity.  The 
great  affair,  we  always  find,  is  to  get  money  ;  when  that  is  ob- 
tained, there  is  no  difficulty  in  making  any  subsequent  purchase. 
In  consequence  of  its  being  the  measure  of  value,  we  estimate  that 
of  all  other  commodities  by 'the  quantity  of  money  which  they  will 
exchange  for.  We  say  of  a  rich  man  that  he  is  worth  a  great 
deal,  and  of  a  poor  man  that  he  is  worth  very  little,  money.  A 
frugal  man,  or  a  man  eager  to  be  rich,  is  said  to  love  money  ;  and 
a  careless,  a  generous,  or  a  profuse  man  is  said  to  be  indifferent 
about  it.  To  grow  rich  is  to  get  money  ;  and  wealth  and  money, 
in  short,  are  in  common  language  considered  as  in  every  respect 
synonymous.'"* 

No  true  theory  of  "value"  could  be  established 
till  this  false  theory  was  cleared  away ;  so  long  as 
even  a  vestige  of  it  haunts  the  minds  of  thinkers 
and  learners,  they  cannot  think  or  learn  anything 
on  this  subject  properly  :  and  therefore  Adam  Smith 
applies  his  whole  force  to  the  confutation  of  it.  His 
success  has  been  so  complete  that  it  has  made  this 
part  of  his  writings  now  useless  :  no  one  now  thinks 
or  supposes  that  money  is  the  essence  of  wealth ; 
that  it  is  anything  but  a  kind  of  wealth,  having 
distinct  uses,  like  other  kinds.  The  strongest  interest 
in  reading  the  chapters  of  the  "Wealth  of  Nations" 
on  the  subject  is  given  by  the  vigor  with  which 
they  are  written.  They  are  essentially  models  of 
practical  writing :  they  are  meant  to  extirpate  liv- 
ing error ;  they  follow  that  error  into  the  minds  of 
those  who  believe  it,  and  extirpate  it  in  the  forms 
in  which  it  thrives  and  rules  there.  The  error  that 
the  precious  metals  are  the  only  real  wealth  was  a 
Jiving  error  to  Adam  Smith,  for  he  had  lived  with 
many  persons  who  held  it. 

The  efficacy  of  Adam  Smith's  refutation  is  not 
wholly  derived  exactly  from  its  literary  merit.  Hume 
had  before  given  a  brief  exposure,  which  in  mere 
writing  is  at  least  as  good  ;  but  Hume  impressed  on 
this,  as  on  so  much  else,  a  certain  taint  of  paradox. 


*Bookiv.,  Chap  i. 
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He  seems  to  be  playing  with  his  subject ;  he  hardly 
appears  to  believe  what  he  says,  and  a  plain  reader 
is  often  puzzled  to  know  whether  he  ought  to  believe 
it  either.  On  a  strong-headed  man  of  business,  semi- 
insincere  exposition  produces  no  effect.  But  Adam 
Smith  takes  up  the  subject  in  a  solid  straightforward 
way,  such  as  he  knew  would  suit  the  Glasgow  mer- 
chants with  whom  he  had  once  lived  ;  and  he  talks 
to  them,  not  only  as  a  man  acquainted  with  present 
mercantile  things,  but  also  as  one  possessing  much 
other  culture  and  authority.  He  impressed  practical 
men  by  his  learning,  at  the  same  time  that  he  won 
them  by  his  lucidity  and  assured  them  by  his  confi- 
dence. 

But  when  we  pass  from  the  refutation  of.  ancient 
errors  to  the  establishment  of  coherent  truth,  we  shall 
not  be  equally  satisfied.  Students  are  indeed  still 
sometimes  told  that  they  will  find  such  truth  in 
Adam  Smith ;  but  those  who  had  nothing  else  to 
read,  and  who  wanted  to  read  accurately,  did  not  find 
it  so.  What  in  fact  a  student  will  find  in  Adam 
Smith  is  a  rough  outline  of  sensible  thoughts ;  not 
always  consistent  with  themselves,  and  rarely  stated 
with  much  precision  ;  often  very  near  the  truth, 
though  seldom  precisely  hitting  it :  a  great  mental 
effort  in  its  day,  though  always  deficient  in  the  coii- 
secutiveness  required  by  careful  learners,  and  except 
for  the  purpose  of  exciting  an  interest  in  the  subject, 
altogether  superseded  and  surpassed  now. 

"Gold  and  silver,  however,"  says  Adam  Smith,  "like  every 
other  commodity,  vary  in  their  value ;  are  sometimes  cheaper  and 
sometimes  dearer,  sometimes  of  easier  and  sometimes  of  more  diffi- 
cult purchase.  The  quantity  of  labor  which  any  particular  quantity 
of  them  can  purchase  or  command,  or  the  quantity  of  other  goods 
which  it  will  exchange  for,  depends  always  upon  the  fertility  or 
barrenness  of  the  mines  which  happen  to  be  known  about  the  time 
when  such  exchanges  are  made.  The  discovery  of  the  abundant 
mines  of  America  reduced  in  the  sixteenth  century  the  value  of 
gold  and  silver  in  Europe  to  about  a  third  of  what  it  had  been 
before.  As  it  cost  less  labor  to  bring  those  metals  from  the  mine 
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to  the  inarket,  so  when  they  were  brought  thither  they  could 
purchase  or  command  less  labor ;  and  this  revolution  in  their  value, 
though  perhaps  the  greatest,  is  by  no  means  the  only  one  of  which 
history  gives  some  account.  But  as  a  measure  of  quantity,  such  as 
the  natural  foot,  fathom,  or  handful,  which  is  continually  varying 
in  its  own  quantity,  can  never  be  an  accurate  measure  of  the 
quantity  of  other  things ;  so  a  commodity  which  is  itself  contin- 
ually varying  in  its  own  value  can  never  be  an  accurate  measure 
of  the  value  of  other  commodities.  Equal  quantities  of  labor,  at 
all  times  'and  places,  may  be  said  to  be  of  equal  value  to  the 
laborer.  In  his  ordinary  state  of  health,  strength,  and  spirits,  in 
the  ordinary  degree  of  his  skill  and  dexterity,  he  must  always  lay 
down  the  same  portion  of  his  ease,  his  liberty,  and  his  happiness. 
The  price  which  he  pays  must  always  be  the  same,  whatever  may 
be  the  quantity  of  goods  which  he  receives  in  return  for  it.  Of 
these,  indeed,  it  may  sometimes  purchase  a  greater  and  sometimes 
a  smaller  quantity;  but  it  is  their  value  which  varies,  not  that  of 
the  labor  which  purchases  them.  At  all  times  and  places  that  is 
dear  which  it  is  difficult  to  come  at,  or  which  it  costs  much  labor 
to  acquire ;  and  that  cheap  which  is  to  be  had  easily,  or  with 
very  little  labor.  Labor  alone,  therefore,  never  varying  in  its  own 
value,  is  alone  the  ultimate  and  real  standard  by  which  the  value 
of  all  commodities  can  at  all  times  and  places  be  estimated  and 
compared.  It  is  their  real  price ;  money  is  their  nominal  price 
only."* 

But  in  the  present  day  it  is  not  true  at  all  tha 
things  are  dear  simply  in  proportion  to  the  mer< 
labor  which  it  has  cost  to  produce  them  :  a  thousand  \ 
men's  labor  assisted  say  by  ten  steam  engines  will\  1 
produce  many  more  valuable  things  than  a  thou-\ 
sand  men's  labor  without  those  steam  engines ;  the 
result  of  the  labor  of  the  two  sets  of  men  will  not 
exchange  for  one  another  at  all.  Besides  immediate 
labor,  there  is  a  vast  apparatus  of  the  assisting  re- 
sults of  past  labor  ;  these  must  be  paid  for  in  some 
way,  or  their  owner  will  not  let  them  be  used.  There 
is  something  else  essential  to  modern  industry  besides 
labor;  and  that  is  saving,  or  the  refraining  from 
the  immediate  consumption  of  past  labor.  Sometimes 
this  saving  is  used  to  co-operate  with  labor  as  in 
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machines,  some  times  to  support  it  as  with  food  and 
necessaries ;  'but  in  either  case  its  existence  must  be 
remunerated  and  its  use  paid  for.  As  modern  econo- 
mists say,  the  value  of  an  article  must  be  such  as  to 
compensate  not  only  for  the  labor  but  for  the  absti- 
nence by  which  it  was  produced. 

Again,  Adam  Smith  speaks  of  the  quantity  of 
labor  which  a  commodity  will  buy,  as  if  it  were 
identical  with  the  quantity  of  labor  by  which  it  was 
>roduced.  He  says  :  — 

"Every  man  is  rich  or  poor  according  to  the  degree  in  which 
he  can  afford  to  enjoy  the  necessaries,  conveniences,  and  amuse- 
ments of  human  life.  But  after  the  division  of  labor  has  once 
thoroughly  taken  place,  it  is  but  a  very  small  part  of  these  with 
which  a  man's  own  labor  can  supply  him.  The  far  greater  part 
of  them  he  must  derive  from  the  labor  of  other  people ;  and  he 
must  be  rich  or  poor  according  to  the  quantity  of  that  labor 
which  he  can  command,  or  which  he  can  afford  to  purchase.  The 
value  of  any  commodity,  therefore,  to  the  person  who  possesses  it, 
and  who  means  not  to  use  or  consume  it  himself,  but  to  exchange 
it  for  other  commodities,  is  equal  to  the  quantity  of  labor  which 
it  enables  him  to  purchase  or  command.  Labor,  therefore,  is  the 
real  measure  of  the  exchangeable  value  of  all  commodities. 
/  "The  real  price  of  everything  —  what  everything  really  costs  to 
the  man  who  wants  to  acquire  it — is  the  toil  and  trouble  of  ac- 
quiring it.  What  everything  is  really  worth  to  the  man  who  has 
acquired  it,  and  who  wants  to  dispose  of  it  or  exchange  it  for  some- 
thing else,  is  the  toil  and  trouble  which  it  can  save  to  himself, 
and  which  it  can  impose  upon  other  people.  What  is  bought  with 
money  or  with  goods  is  purchased  by  labor  as  much  as  what  we 
acquire  by  the  toil  of  our  own  body.  That  money  or  those  goods 
indeed  save  us  this  toil  :  they  contain  the  value  of  a  certain 
quantity  of  labor,  which  we  exchange  for  what  is  supposed  at  the 
time  to  contain  the  value  of  an  equal  quantity.  Labor  was  the 
first  price,  the  original  purchase  money  that  was  paid  for  all 
things.  It  was  not  by  gold  or  by  silver,  but  by  labor,  that  all  the 
wealth  of  the  world  was  originally  purchased  ;  and  its  value,  to 
those  who  possess  it,  and  who  want  to  exchange  it  for  some  new 
productions,  is  precisely  equal  to  the  quantity  of  labor  which  it  can 
enable  them  to  purchase  or  command."* 


*Book  i.,  Chap.  v. 
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But  the  quantity  of  labor  which  a  thing  will  pur- 
chase depends  on  the  degree  in  which  it  is  desired 
by  laborers  :  a  grand  piano  in  a  coarse  community 
will  buy  less  labor  than  a  barrel  of  beer.  More 
labor  is  the  worst  "measure"  of  value  conceivable. 
because  it  varies  with  the  appetites  and  differs  with 
the  tastes  of  mankind.  There  is  nothing  more  un- 
certain, more  changeable,  or  more  casual  than  the 
number  of  days'  labor  that  an  article  will  purchase  \ 
as  some  one  expressed  it,  "  Gin  will  purchase  more 
than  it  ought,  and  tracts  less  than  they  ought." 

Adam  Smith  did  not  put  the  matter  graphically 
enough  before  his  mind.  He  speaks  of  a  man's 
fortune  being  equal  "to  the  quantity  either  of  other 
men's  labor,  or,  ivhat  is  the  same  tiling,  of  the 
produce  of  other  men's  labor,  which  it  enables  him 
to  purchase  or  command."*  But  unless  you  suppose 
that  some  general  instrument  of  purchasing  power, 
like  money,  exists,  and  that  a  man's  fortune  consists 
in  it,  the  two  things  are  not  the  same  at  all.  One 
man's  fortune  may  consist  of  a  valuable  library, 
which  would  buy  no  manual  labor  at  all,  but  for 
which  bookish  people  would  barter  many  other  com- 
modities ;  another  may  have  a  heap  of  coarse  meat 
and  drink,  which  will  bring  crowds  of  laborers  to 
share  them,  but  for  which  few  refined  persons  would 
give  anything. 

Unquestionably,  as  has  been  shown,  in  a  rude<- 
state  of  society,  where  labor  is  the  principal  cost 
of  production,  two  articles  produced  with  the  same 
amounts  of  labor  will  tend  to  exchange  one  for 
another,  because  qvery  laborer  will  tend  to  migrate 
to  the  place  where  his  labor  is  better  rewarded  and 
leave  the  place  where  it  is  worse.  And  this  is  what 
Adam  Smith  vaguely  saw,  and  several  times  meant 
to  say,  but  he  did  not  exactly  say  it :  he  never  says 
it,  and  often  says  something  quite  different. 

*  Book  i.,  Chap.  v. 
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In  another  passage  Adam  Smith  sets  forth  a 
similarly  vague  view  of  the  doctrine  of  exchangeable 
value  as  it  stands  after  capital  has  accumulated. 
But  as  will  be  shown,  he  does  not  work  it  out  fully  ; 
and  he  does  not  reconcile  it,  or  feel  that  there  is  a 
difficulty  in  reconciling  it,  with  his  former  doctrine 
of  value  based  on  mere  labor,  and  yet  they  are  plainly 
incompatible. 

"There  is,"  he  says,  "  in  every  society  or  neighborhood  an 
ordinary  or  average  rate  both  of  wages  and  profit  in  every  different 
employment  of  labor  and  stock.  This  rate  is  naturally  regulated, 
as  I  shall  show  hereafter,  partly  by  the  general  circumstances  of 
the  society,  their  riches  or  poverty,  their  advancing,  stationary,  or 
declining  condition  ;  and  partly  by  the  particular  nature  of  each 
employment. 

"There  is  likewise  in  every  society  or  neighborhood  an  ordi- 
nary or  average  rate  of  rent,  which  is  regulated  too,  as  I  shall 
show  hereafter,  partly  by  the  general  circumstances  of  the  society 
or  neighborhood  in  which  the  land  is  situated,  and  partly  by  the 
natural  or  improved  fertility  of  the  land. 

"These  ordinary  or  average  rates  may  be  called  the   'natural*" 
rates'  of  wages,  profit,  and  rent,  at  the  time  and  place  in  which 
they  commonly  prevail. 

"When  the  price  of  any  commodity  is  neither  more  nor  less* 
than  what  is  sufficient  to  pay  the  .rent  of  the  land,  the  wages  of 
the  labor,  and  the  profits  of  the  stock  employed  in  raising,  pre- 
paring, and  bringing  to  market,  according  to  their  natural  rates, 
the  commodity  is  then  sold  for  what  may  be  called  its  '  natural 
price. ' 

"The  commodity  is  then  sold  precisely  for  what  it  is  worth,  or 
for  what  it  really  costs  the  person  who  brings  it  to  market  ;  for 
though  in  common  language  what  is  called  the  'prime  cost'  of 
any  commodity  does  not  comprehend  the  profit  of  the  person  who 
is  to  sell  it  again,  yet  if  he  sells  it  at  a  price  which  does  not 
allow  him  the  ordinary  rate  of  profit  in  his  neighborhood,  he  is 
evidently  a  loser  by  the  trade ;  since  by  employing  his  stock  in 
some  other  way  he  might  have  made  that  profit.  His  profit,  besides, 
is  his  revenue,  the  proper  fund  of  his  subsistence.  As,  while  he 
is  preparing  and  bringing  the  goods  to  market,  he  advances  to 
his  workmen  their  wages  or  their  subsistence ;  so  he  advances 
to  himself  in  the  same  manner  his  own  subsistence,  which  is  gen- 
erally  suitable  to  the  profit  which  he  may  reasonably  expect  from 
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the  sale  of  his  goods.  Unless  they  yield  him  this  profit,  therefore, 
they  do  not  repay  him  what  they  may  very  properly  be,  said  to 
have  really  cost  him. 

"Though  the  price,  therefore,  which  leaves  him  this  profit,  is 
not  always  the  lowest  at  which  a  dealer  may  sometimes  sell  his 
goods,  it  is  the  lowest  at  which  he  is  likely  to  sell  them  for  any 
considerable  time  ;  at  least  where  there  is  perfect  liberty,  or  where 
he  may  change  his  trade  as  often  as  he  pleases."* 

As  every  one  will  see,  this  second  doctrine  is 
much  more  like  real  life  than'  the  former ;  but  in 
Adam  Smith's  mind  it  did  not.  supersede  it.  All 
through  the  "Wealth  of  Nations"  there  is  recurring 
confusion  between  three  things,  —  the  "  natural  price  " 
of  an  article  estimated  as  in  the  above  passage, 
the  quantity  of  labor  required  to  make  it,  and  th 
quantity  of  labor  which  it  will  buy  ;  of  which  three 
things,  no  one  ever  for  the  most  part  coincides  wit 
the  others. 

Even  this  second  exposition  contains  one  error, 
which  unfits  it  for  scientific  use.  and  which  the  sharp 
eye  of  Hume  at  once  perceived:  "I  cannot  think," 
Hume  wrote,  "that  the  rent  of  farms  makes  any 
part  of  the  price  of  produce."  And  very  clearly  it 
does  not ;  for  if  it  does,  of  what  farm  ?  The  rent  of 
various  pieces  of  corn-growing  land  varies  infinitely  : 
is  it  the  rent  of  the  dearest  which  enters  "into  the 
price  of  the  half-and-half,  or  of  the  cheapest^ 
know  that  the  price  of  corn  is  the  same,  no  matter 
011  what  quality  of  land  it  is  grown  :  does  that  price 
pay  the  rent  of  good,  of  indifferent,  or  of  bad  land  ? 
This  question  Adam  Smith  does  not  answer,  nor 
seemingly  does  the  necessity  of  answering  it  occur  to 
him. 

On  the  other  hand,  it  must  be  owned  that  there 
is  a  great  naturalness  in  Adam  Smith's  idea ;  it  is 
that  which  would  strike  every  one  on  a  first  view 
of  the  facts.  The  capitalist  pays  the  rent  of  the 

*Book  i..  Chap.  vii. 
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land,  just  as  he  pays  the  wages  and  buys  the  seed 
corn  •  and  it  is  as  much  necessary  that  he  should  be 
recouped  for  the  payment  of  that  rent  as  for  either 
of  the  other  payments.  If  the  "rent"  of  the  farm 
is  not  an  element  in  the  price  of  the  corn,  how  then 
is  that  rent  to  be  paid  ? 

The  answer  is,  that  the  rent  of  extra-good  land  is 
paid  out  of  the  extra  quantity  (or  extra-good  quality) 
of  what  it  produces.  If  one  acre  of  land  yields  twice 
as  much  as  another,  it  will  answer  the  capitalist's 
purpose  to  pay  twice  as  much  for  its  use.  But  if  he 
does  pay  twice  as  much,  the  cost  at  which  he  will 
grow  each  ear  of  corn  will  be  the  same  as  that  ofv 
the  farmer  on  less  good  land ;  the  extra  fertility 
will  be  compensated  by  the  extra  rent.  It  may  of 
course  be  that  the  owner  of  the  best  land  will  farm 
it  himself,  and  then  he  will  have  no  rent  to  pay 
for  its  unusual  goodness ;  but  he  will  not  sell  his 
produce  the  least  cheaper  for  that,  —  he  will  get  all 
which  he  can  for  it.  We  have  seen  how  "market 
price "  is  determined :  it  depends  on  certain  desires 
of  the  seller  and  the  buyer,  —  in  part  generated  by  the 
quantity  of  the  article  and  the  quantity  of  money, 
and  in  part  not.  But  none  of  those  desires  would 
make  a  man  say,  "I  produce  this  at  a  less  cost 
than  others,  and  therefore  I  will  let  them  charge  a 
higher  price  than  I  do."  'No  producer  sets  himself 
to  introduce  fairness  into  the  reward  of  production, 
by  letting  those  who  possessed  less  facilities  than  he 
did,  receive  more  than  he  does :  the  nature  of  market- 
going  man  is  formed  quite  differently. 

The  only  reason  why  the  cost  of  production  in  the 
end  tends  to  determine  market  value  is,  that  every 
one  who  wants  an  article  will  take  the  easiest  means 
to  get  it.  If  a  capitalist  wants  to  invest  his  money 
to  gain  an  income,  he  will,  cceteris  paribus,  be  apt 
to  engage  in  pursuits  which  are  reputed  profitable, 
and  to  avoid  those  which  are  reputed  unprofitable  ; 
and  this  will  reduce  the  profits  of  all  trades  not  to 
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a  level,  but  towards  a  level.  But  the  argument  as- 
sumes that  all  means  of  production  are  equally  open 
to  every  one.  If  any  one  has  exclusive  possession 
of  an  especially  good  opportunity,  he  will  get  some- 
thing out  of  it  proportioned  to  that  especial  goodness. 
The  owner  of  extremely  good  land,  who  farms  it1-- 
himself,  will  get  a  return  over  and  above  the  ordi- 
nary rate  of  profit  in  proportion  to  that  goodness ; 
he  will  sell  a  great  deal  at  the  price  which  will  yield 
the  required  profit  to  those  who  can  sell  only  much 
less. 

This  is  only  another  way  of  saying  that  the  cap-- 
ital  which  yields  the  least  permanent  return  —  the 
least  profit  for  which  farmers  as  a  class  will  carry 
on  agriculture  —  is  that  which  determines  the  price! 
of  agricultural  produce.  This  is  the  least  which  the 
farmer  in  the  long  run  will  sell  for,  and  the  most 
which  he  will  be  able  to  obtain ;  and  this  capital  is 
that  which  pays  the  least  rent. 

In  all  countries  where  land  is  easily  accessible  to 
capital,  that  "least"  rent  is  no  rent:  because  land  is 
taken  into  cultivation  as  soon  as  its  cultivation  will 
pay  the  usual  profit ;  and  because  after  it  is  in  culti- 
vation, more  and  more  capital  is  expended  upon  it, 
so  long  as  expenditure  meets  with  the  usual  return. 
The  production  of  valuable  things  on  the  surface  of 
the  ground  is  exactly  like  the  extraction  of  valuable 
things  from  beneath  that  surface :  it  is  the  worst 
mine  which  can  in  the  long  run  be  kept  going  that 
in  the  long  run  determines  the  price  of  the  produce. 
The  owner  of  the  better  mine  does  not  sell  his  ore 
cheaper  than  his  neighbor,  because  he  can  get  that 
ore  at  less  cost  than  his  neighbor ;  the  b£st  circum- 
stanced miner  exacts  as  much  as  the  worst  circum- 
stanced miner  is  able  to  obtain.  And  the  "worst 
circumstanced"  mine  pays  no  royalty  to  the  owner 
at  all ;  it  only  pays  a  bare  profit  on  the  capital. 

Adam  Smith's  i H  pa 
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"  into  the  price  of  agricultural  produce,  though  a  very 
natural  idea,  was  a  complete  mistake ;  because  he 
could  not  have  told  what  rent  he  meant,  —  the  rent 
of  best  or  middling  or  bad  land, — and  because  much 
capital  employed  in  agriculture  yields  only  the  ordi- 
nary profit  011  capital,  and  therefore  pays  no  rent  at 
all.  The  mode  of  estimating  "  cost  of  production," 
given  by  Adam  Smith,  in  this  case  was  most  imper- 
fect ;  because  one  of  its  terms  was  undetermined,  — 
a  variable  which  might  be  anything,  and  often  is 
nothing. 

This  opinion  of  Adam  Smith's  as  to  the  rent  of 
land  is  closely  connected  with  a  peculiar  opinion  of 
his  as  to  agriculture :  he  held  that  it  was  the  most* 
profitable  employment  to  which  the  capital  and  in- 
dustry of  a  country  could  be  directed.  This  opinion, 
like  many  of  his  others,  was  a  modification  of  that 
which  he  had  learned  in  France.  The  economistes  in 
Paris  at  that  time  held  that  agriculture  was  the  only 
profitable  occupation  of  labor  and  capital ;  and  it 
would  take  many  pages  to  give  an  account  in  the 
least  comprehensible,  of  the  elaborate  reasoning  by 
which  they  had^  persuaded  themselves  of  this  ridicu- 
lous result.*  Adam  Smith  of  course  rejected  it, - 
his  strong  sense  particularly  revolted  from  that  kind 
of  argumentative  absurdity ;  but  he  was  nevertheless 
influenced  by  it, —  though  he  did  not  hold  agriculture- 
to  be  the  only  source  of  profit,  he  held  that  it  was  a 
particularly  prolific  one.  "It  keeps  three  people,"  he 
would  have  said,  "the  landlord,  the  capitalist  farmer, 
and  the  laborer ;  manufacturers  and  trade  keep  only 
two,  the  laborer  and  capitalist :  clearly  therefore  agri- 
culture has  the  advantage."  He  assigned  at  length 
what  he  thought  was  the  philosophical  reason  :  — 

"The  laborers  and  laboring  cattle,  therefore,  employed  in  agri- 
culture, not  only  occasion,  like  the  workmen  in  manufactures,  the 
reproduction  of  value  equal  to  their  own  consumption,  or  to  the 

*  See  Vol.  iii.,  pages  291-3. 
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capital  which  employs  them,  together  with  its  owner's  profits,  but 
of  a  much  greater  value :  over  and  above  the  capital  of  the  farmer 
and  all  its  profits,  they  regularly  occasion  the  reproduction  of  the 
rent  of  the  landlord.  This  rent  may  be  considered  as  the  produce » 
of  those  powers  of  nature,  the  use  of  which  the  landlord  lends  to 
the  farmer.  It  is  greater  or  smaller  according  to  the  supposed 
extent  of  those  powers  ;  or  in  other  words,  according  to  the  sup- 
posed natural  or  improved  fertility  of  the  land.  It  is  the  work  of 
nature  which  remains  after  deducting  or  compensating  everything 
which  can  be  regarded  as  the  work  of  man.  It  is  seldom  less 
than  a  fourth,  and  frequently  more  than  a  third,  of  the  whole 
produce.  No  equal  quantity  of  productive  labor  employed  in 
manufactures  can  ever  occasion  so  great  a  reproduction  :  in  them  L 
nature  does  nothing,  man  does  all ;  and  the  reproduction  must 
always  be  in  proportion  to  the  strength  of  the  agents  that  occasion 
it.  The  capital  employed  in  agriculture,  therefore,  not  only  puts 
into  motion  a  greater  quantity  of  productive  labor  than  any  equal 
capital  employed  in  manufactures,  but  in  proportion  too  to  the 
quantity  of  productive  labor  which  it  employs,  it  adds  a  much 
greater  value  to  the  annual  produce  of  the  land  and  labor  of  the 
country,  to  the  real  wealth  and  revenue  of  its  inhabitants.  Of  all 
the  ways  in  which  a  capital  can  be  employed,  it  is  by  far  the  most 
advantageous  to  the  society."* 

Probably  few  passages  in  so  eminent  a  writer, 
on  the  subject  for  which  he  is  eminent,  contain  so 
much  curious  falsehood.  If  nature  does  nothing 
in  manufactures,  in  what  is  it  that  it  does  any- 
thing ?  "Manufactures"  are  but  applications  of  nati 
ural  forces,  just  as  agriculture  is  another  applica- 
tion ;  and  the  reasoning  assumes  that  the  natural 
causes  which  produce  dear  things  are  more  benefi-j 
cial  to  mankind  than  those  which  produce  cheaj& 
things,  —  though  had  Adam  Smith  seen  that  he  was! 
making  such  an>  assumption,  he  would  have  been  thej 
first  to  reject  it.  The  causes  which  produce  dear 
things  are  not  necessarily  more  beneficial  than  those 
which  produce  cheap  ones  ;  they  are  only  less  plenti^ 
ful.  A  diamond  mine  is  not  more  useful  to  the  state 
than  a  coal  mine ;  probably  in  the  strictest  sense  of 

*Book  ii.,  Chap  v. 
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the  word  not  so  useful.  The  fact  that  a  particular 
occupation  keeps  three  classes  of  men,  while  other 
occupations  only  keep  two,  only  shows  that  there  is 
a  special  difficulty  in  getting  into  that  occupation 
and  a  special  scarcity  in  its  opportunities  ;  it  proves 
nothing  as  to  the  degree  of  good  which  it  does  for 
the  public.  And  Adam  Smith's  conclusion  is  incum- 
bered  with  the  further  absurdity  that  agriculture  int 
new  colonies  does  not  create  rent  and  does  not  keep 
three  people,  though  of  course  it  is  just  as  good  for 
the  public  there  as  in  old  countries. 

Although,  therefore,  Adam  Smith  had  the  merit 
of  teaching  the  world  that  the  exchangeable  value 
of  commodities  is  proportioned  to  the  cost  of  their 
production,  his  analysis  of  that  cost  was  so  very 
defective  as  to  throw  that  part  of  political  economy 
into  great  confusion  for  many  years,  and  as  quite 
to  prevent  his  teaching  being  used  as  an  authority 
upon  it  now. 

The  causes  which  regulate  the  value  of  securi- 
ties, whether  debts  or  shares,  Adam  Smith  did  not 
attempt  to  investigate  at  all ;  and  it  was  not  to  be 
expected  that  he  should  do  so,  for  such  things  were 
in  his  day  a  very  unimportant  part  of  wealth  com- 
pared with  that  which  they. are  now.  And  if,  as  we 
have  seen,  Adam  Smith's  conception  of  " average" 
value  and  of  the  causes  producing  it  was  then  imper- 
fect, his  idea  of  monetary  or  market  value  was  much 
worse.  He  says  :  — 

"The  actual  price  at  which  any  commodity  is  commonly  sold 
is  called  its  '  market  price '  ;  it  may  either  be  above  or  below  or 
exactly  the  same  with  its  natural  price. 

"The  market  price  of  every  particular  commodity  is  regulated 
by  the  proportion  between  the  quantity  which  is  actually  brought 
to  market,  and  the  demand  of  those  who  are  willing  to  pay  the\ 
natural  price  of  the  commodity,  or  the  whole  value  of  the  rent, 
labor,  and  profit  which  must  be  paid  in  order  to  bring  it  thither. 
Such  people  may  be  called  the  'effectual  demanders,'  and  their 
demand  the  '  effectual  demand ' ;  since  it  may  be  sufficient  to 
effectuate  the  bringing  of  the  commodity  to  market.  It  is  different 
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from  the  absolute  demand :  a  very  poor  man  may  be  said  in 
some  sense  to  have  a  demand  for  a  coach  and  six,  —  he  might 
like  to  have  it ;  but  his  demand  is  not  an  effectual  demand,  as  the 
commodity  can  never  be  brought  to  market  in  order  to  satisfy  it."  * 

But  the  actual  price  at  which  a  thing  is  sold,  is 
determined  iiot^solel^Jby  the  demands  _pf_tlioae^3vho 
are  willing  to  pay  the  average  price  of  the  com- 
modity, but  by  everybody's  demand  who  bids  for 
it.  It  is,  as  we  have  seen,  an  exchange  determined 
by  the  quantity  of  the  commodity  in  the  market 
and  the  desires  of  its  holders,  as  compared  with  the} 
quantity  of  money  in  that  market  and  the  desires! 
of  its  holders  ;  it  is  a  case  of  barter  determined  by! 
relative  quantities  and  relative  feelings.  And  the 
phrase  "effectual  demand,"  if  defined  to  mean  the 
demand  of  those  willing  to  pay  cost  price,  is  mislead- 
ing; because  the  money  offered  by  those  willing  to 
pay  cost  price  is  not  sufficient  to  be  effectual  when 
articles  are  particularly  in  demand,  and  therefore  sell 
for  more  than  it  cost  to  make  them,  and  is  more 
than  sufficient  to  be  effectual  when  the  demand  for 
articles  is  particularly  slack,  and  when  therefore  they 
sell  for  less  than  it  cost  to  make  them.  The  whole 
idea  is  confused. 

In  other  passages,  Adam  Smith  takes  a  view  far 
better  than  in  this  :  but  this  is  the  place  where  he 
ought  to  have  taken  the  best,  for  it  is  the  guiding 
paragraph  of  his  special  disquisition  upon  the  sub- 
ject ;  and  his  being  not  so  good  upon  it  here  as 
elsewhere  shows  that  his  elementary  conception  was 
defective  in  definiteness.  And  nothing  is  more  nat- 
ural than  that  it  should  be  so.  Perhaps,  as  I  have 
said  before,  Adam  Smith's  mind  was  by  nature  rather 
disinclined  to  an  anxious  accuracy  in  abstract  ideas ; 
and  a  century  of  critics  on  these  facts  and  these  times 
have  sharpened  our  perception  since  he  wrote  on  them. 
We  must  not  expect  from  him  the  use  of  modern 
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"  words  of  precision/'  any  more  than  we  should  find 
fault  with  a  marksman  of  his  generation  for  not 
using  a  rifle:  neither  such  "arms  of  precision"  nor 
such  "words  of  precision"  then  existed.  And  there 
was  then  little  encouragement  to  think  out  the  sub- 
\  ject :  Adam  Smith  evidently  hurries  over  the  abstract 
part  of  it  because  he  thinks  his  readers  will  not 
attend  to  it.  Even  now,  a  writer  who  wishes  to  be 
read  beyond  a  very  narrow  circle  must  be  careful 
not  to  be  too  elaborate  ;  and  in  the  last  century  the 
case  was  certainly  far  worse.  Many  great  writers  — 
Montesquieu  and  Hume  especially  —  would  have  writ- 
ten far  more  instructively,  and  as  we  should  now 
think,  far  better,  if  they  could  have  relied  on  any 
careful  attention  from  their  readers  ;  they  evidently 
thought  that  their  writings  would  be  principally  read 
by  persons  who  would  cease  to  read  as  soon  as  they 
became  dull.  Nowadays  the  diffusion  of  physical  sci- 
ence—  even  of  popular  physical  science  —  has  partly 
taught  us  that  much  truth  is  dull  and  complex, 
and  that  the  most  interesting  parts  of  truth  can  only 
be  understood  by  those  who  have  mastered  that  dull 
and  complex  part ;  but  even  now  we  do  not  remem- 
ber this  half  enough. 

After  these  specimens,  it  would  evidently  be  tedious 
to  criticize  the  "Wealth  of  Nations"  as  if  it  were 
a  treatise  of  modern  political  economy.  We  have 
given  some  account  of  what  would  be  its  answer  to 
the  first  question  of  that  science,  "What  makes  all 
things  exchange  for  more  or  less  of  other  things  ? " 
and  we  see  from  it  what  the  answer  to  other 
similar  questions  would  be  like.  Nothing  could  be 
>  more  unjust  to  a  great  writer  than  to  judge  of 
him  by  a  standard  which  he  did  not  expect,  and  to 
|  blame  his  best  book  for  not  being  what  he  never 
thought  of  making  it  ;  especially  when,  except  for 
him,  we  should  never  have  imagined  the  standard, 
or  conceived  the  possibility  of  the  book  being  that 
which  we  now  blame  it  for  not  being.  Wre  might 
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as  well  expect  that  the  first  cultivators  of  a  country 
should  make  the  best  permanent  road,  as  that  the 
first  propouiiders  of  great  conceptions  should  shape 
them  into  the  finished  form  most  useful  to  posterity. 

The  ways  really  to  appreciate  Adam  Smith  are 
two. 

First,  you  should  form  a  clear  notion  of  the  state 
of  the  received  political  economy  of  the  world  at  the 
time  he  wrote.  The  last  treatise  on  the  subject  pub- 
lished in  England  before  the  "Wealth  of  Nations" 
was  "The  Principles  of  Political  Economy,"  by  Sir 
James  Steuart.  The  author  was  a  man  of  culture 
and  travel,  acquainted  with  a  great  variety  of  eco- 
nomical facts,  and  conversant  with  what  had  been 
written  before  upon  the  subject ;  he  was  a  man  of 
considerable  natural  ability,  respected  and  consulted 
in  his  time ;  and  his  book  is  still  worth  looking  over, 
for  it  contains  many  facts  and  reasonings  which  are 
curious  :  and  this  is  the  sort  of  thing  he  writes  :  — 

Much  foreign  trade  he  considers  mischievous.  He 
propounds  a  plan  —  a  foreign  trade  that  is  really 
desirable  for  a  nation  —  founded  on  the  three  follow- 
ing "easy  principles":  — 

"The  first, — That  in  a  country  entirely  taken  up  with  the 
object  of  foreign  trade,  no  competition  should  be  allowed  to  come 
from  abroad  for  articles  of  the  first  necessity,  and  principally  for 
food,  so  as  to  raise  prices  beyond  a  certain  standard. 

' '  The  second,  —  That  no  domestic  competition  should  be  encour- 
aged upon  articles  of  superfluity,  so  as  to  raise  prices  beyond  a  cer- 
tain standard. 

' '  The  third,  —  That  when  these  standards  cannot  be  preserved, 
and  that  from  natural  causes,  prices  get  above  them,  public  money 
must  be  thrown  into  the  scale  to  bring  prices  to  the  level  of  those 
of  exportation. 

"The  greater  the  extent  of  foreign  trade  in  any  nation  is,  the 
lower  these  standards  must  be  kept ;  the  less  the  extent  of  it  is, 
the  higher  they  may  be  allowed  to  rise."* 

And  taking  the  subject  more  practically,  he  says,  "  It  is  .  .  . 
a  general  maxim,  to  discourage  the  importation  of  work  and  to 
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encourage  the  exportation  of  it ; "  *  and  upon  that  footing  he  asks 
and  discusses,  "What  is  the  proper  method  to  put  a  stop  to  a 
foreign  trade  in  manufactures  when  the  balance  of  it  turns  against 
a  nation?"! 

This  is  the  kind  of  authoritative  doctrine  which  ruled 
in  Adam  Smith's  time,  and  from  which  he  delivered 
us. 

The  second  way  is,  to  take  up  Adam  Smith  himself 
and  read  him.  There  are  scarcely  five  consecutive 
pages  in  the  "Wealth  of  Nations"  which  do  not  con- 
tain some  sound  and  solid  observation,  important  in 
practice  and  replete  with  common-sense.  The  most 
experienced  men  of  business  would  have  been  proud 
of  such  a  fund  of  just  maxims  fresh  from  the  life  ; 
and  it  is  wonderful  that  they  should  have  occurred 
to  an  absent  student,  apparently  buried  in  books  and 
busy  with  abstractions.  Most  of  such  students,  so 
far  from  being  able  to  make  such  remarks,  would 
not  comprehend  their  value ;  would  acknowledge 
that  they  could  not  see  much  in  them  if  they  were 
elaborately  explained  to  them.  Adam  Smith  himself 
probably  did  not  know  their  exceeding  merit,  and 
preferred  more  learned  parts  of  his  writings,  which 
are  now  obsolete,  and  more  refined  parts,  which  are 
now  seen  to  have  little  value.  Lord  Bacon  says  of 
some  one  that  he  was  "like  Saul,  who  went  in 
search  of  his  father's  asses  and  found  a  kingdom;"! 
and  this  is  exactly  what  happened  to  Adam  Smith. 
He  was  engaged  in  a  scheme  of  vast  research,  far 
surpassing  the  means  at  his  disposal,  and  too  good§ 
for  any  single  man.  In  the  course  of  that  great  pur- 
suit, and  as  a  small  part  of  it,  he  came  upon  the 
"Wealth  of  Nations,"  for  dealing  with  which  his 
powers  and  his  opportunities  peculiarly  fitted  him ; 
and  on  that  he  wrote  a  book  which  has  itself 
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t  Title  of  above  chapter. 

\  1  tiiid  no  such  simile  in  Bacon's  works  or  letters.  —  ED. 

§  Probably  a  misprint  for  "grand."  — ED. 
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deeply  influenced  thought  and  policy,  and  which  has 
been  the  beginning  of  a  new  science.  He  has  ob- 
tained great  fame,  though  it  was  not  that  fame  which 
was  the  dream  of  his  life ;  for 

"What  was  before  us  we  know  not, 
And  we  know  not  what  shall  succeed."* 


*  Matthew  Arnold,  "The  Future." 


' . 


MALTHUS. 

THE  next  great  advance  in  political  economy  was 
made  almost  in  as  unlikely  a  manner.  In  the  mid- 
dle of  the  last  century  there  lived  in  the  South  of 
England  a  certain  Mr.  Daniel  Malthus,  who  was  a 
"friend  and  correspondent  of  Rousseau,  and  one  of  his 
executors."*  This  gentleman  had  adopted  all  Rous- 
seau's ideas  of  the  perfectibility  of  man,  and  of  the 
speed  with  which  he  would  improve  if  he  were  only 
left  to  himself  and  set  free  from  the  chains  of  an- 
cient custom ;  the  air  of  that  time  was  full  of  such  - 
ideas,  and  many  otherwise  quiet  and  rational  per- 
sons were  excited  and  enthusiastic  about  them.  Mr. 
Daniel  Malthus  had  a  clever  son,  Robert,  whom  he 
educated  with  great  care,  and  to  whom,  doubtless, 
in  season  and  out  of  season,  he  communicated  his 
favorite  ideas ;  at  any  rate,  Robert  grew  up  with  a 
proper  antipathy  to  them.  The  instructive  reaction 
of  child  against  parent,  which  more  than  almost 
anything  keeps  men  moving,  and  prevents  "one  good 
custom"  from  "corrupting  the  world,"  has  seldom 
had  a  better  example.  "Train  a  child  up  in  the 
way  he  should  go,"  a  cynic  has  observed,  "and  then 
you  may  feel  safe  that  he  will  not  walk  in  it : "  let 
a  child  hear  much  from  infancy  of  nice  dreams  and 
pleasing  visions,  and  to  the  best  of  your  ability  you 
will  have  prepared  him  for  prosaic  carefulness  and  a 
dismal  rationalism. 

"The  ' Essay  on  The  Principle  of  Population,'" 
says  Mr.  Malthus,  "which  I  published  in  17^8,  was 
suggested,  as  is  expressed  in  the  preface,  by  a  paper 

in  Mr.  Godwin's  '  Inquirer ' ; "  f  and  there  is  a  curious 

i 

*  Memoir  prefixed  to  second  edition  of  Malthus's  "Principles  of  Politi- 
cal Economy"  (1836). 
.     t  Preface  to  second  edition  of  the  Essay. 
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story  about  it.  Mr.  Godwin  was  a  disciple  of  Rous- 
seau, and  had  drawn  up  a  plan  of  village  perfection, 
in  which  "every  rood  was  to  maintain"  its  man,  and 
in  which  mankind  were  to  be  happy  and  at  ease, 
without  the  annoying  restraints  of  property  and  mar- 
riage. Such  "elysiums"  have  been  sketched  in  all 
ages,  and  there  is  nothing  remarkable  about  them  ; 
Mr.  Malthus's  reply  was  very  remarkable. 


"You  may,"  he  said,  "imagine  this  perfect  picture  for  a  little 
while,  but  it  will  not  last  ;  it  cannot  last  :  Nature  is  against  it. 
She  has  a  principle  —  that  of  population  —  which  is  sure  to  destroy 
it.  Mankind  always,  by  her  arrangements,  increase  as  fast  as  they 
can  ;  misery  checks  their  increase,  and  vice  checks  it,  but  nothing 
else.  A  perfectly  happy  and  virtuous  community,  by  physical  law, 
is  constrained  to  increase  very  rapidly  ;  if  you  look  into  the  fact 
you  will  find  that  it  will  double  every  twenty-five  years  :  but  there 
can  be  no  similar  increase  in  their  food.  The  best  lands  are  taken 
up  first,  then  the  next  best,  then  the  inferior,  at  last  the  worst  ; 
at  each  stage  the  amount  of  food  produced  is  less  than  before.  By 
nature,  human  food  increases  in  a  slow  arithmetical  ratio  |  man  him- 
self increases  in  a  quick  geometrical  ratio,  unless  want  and  vice  stop 
him  :  so  that  if  you  make  him  happy  in  a  village  community  for 
a  moment,  he  will  soon  multiply  so  that  he  shall  cease  to  be  happy  ; 
there  is  nothing  to  stop  him  ;  he  will  ere  long  reach  the  inevitable 
limit  where  want  and  wickedness  begin  to  keep  him  down."* 

The  world  rather  eagerly  read  this  doctrine,  for 
the  reaction  against  dreams  and  visions  was  strong 
in  many  minds.  The  event  of  the  French  revolu- 
tion had  upset  all  calculation,  broken  up  all  pleasing 
visions,  and  disheartened  half  —  or  indeed  much  more 
than  half  —  mankind.  Mr.  Malthus  was  as  much  the 
mouth-piece  of  his  generation  in  exposing  Utopias 
as  his  father  had  been  in  accepting  them  ;  the  "Essay 
on  Population  "  in  its  first  edition  was  read  with  eager 
avidity,  and  its  doctrines  seem  to  have  been  much 
believed. 

Still,  when  examined,  the  tenets  seemed  startling  ; 
and  what  made  them  even  more  surprising  was  that 


*  This  is  of  course  an  imaginary  summary,  not  an  exact  quotation.  —  ED. 
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their  propounder,  Mr.  Malthus,  was  a  clergyman."^ 
People  objected,  "Can  this  really  be  so?  Is  it  con- 
sistent with  religion  ?  Can  we  believe  that  inevitably 
man  is  yoked  to  sin  and  misery  ?  that  even  if  you 
make  him  good,  and  if  goodness  makes  him  happy, 
the  structure  of  earth  and  nature  is  such  as  inevitably 
in  a  few  years  to  make  him  miserable  again  ?  How 
is  this  possible  under  a  benevolent  Creator  ?  How 
can  it  be  'made  to  accord  with  revelation  ?"  Such 
objections  were  difficult  to  answer,  especially  as  Mr. 
Malthus  was  a  simple  candid  man,  and  they  seem  to 
have  had  much  effect  in  changing  his  views  ;  at  least, 
in  the  Preface  to  the  second  edition,  he  tells  us,  i 
"Throughout  the  whole  of  the  present  work,  I  have 
so  far  differed  in  principle  from  the  former  as  to 
suppose  the  action  of  another  check  to  population, 
which  does  not  come  under  the  head  either  of  vice  or 
misery."  This  is  the  celebrated  principle  of  "  self- 
restraint,  moral  or  prudential."  And  he  goes  on  to 
say  that  he  has  "  endeavored  to  soften  some  of  the 
harshest  conclusions  of  the  first  essay;"  but  he  does 
not  seem  to  see  that  he  has  cut  away  the  ground  of 
his  whole  argument.  If  there  be  this  principle  of^ 
virtuous  self-restraint,  he  no  longer  answers  Godwin; 
he  no  longer  destroys  the  dreams  of  perfectibility. 
If  it  be  possible  for  a  perfectly  virtuous  community 
to  limit  their  numbers,  they  will  perform  that  duty 
just  as  they  perform  all  others  :  there  is  no  infallible 
principle  that  will  break  up  the  village  community ; 
it  can  adjust  its  numbers  to  its  food,  and  may  last 
forever.  In  its  first  form  the  "'Essay  on  Population"  j, 
was  conclusive  as  an  argument,  only  it  was  based 
on  untrue  facts;  in  its  second  form  it  was  based  on  j 
true  facts,  but  it  was  inconclusive  as  an  argument. 

From  this  unlucky  beginning  the  established  doc- 
trine in  political  economy  of  "Population"  is  to  be 
dated ;  and  as  was  not  unnatural,  so  odd  a  com- 
mencement was  unfavorable  to  its  comprehension. 
From  the  mode  in  which  he  first  regarded  the  subject, 
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it  was  natural  that  Mr.  Malthus  should  think  more 
of  the  painful  aspects  of  the  subject  than  of  the  oppo- 
site ones.  At  first  there  were  no  cheerful  aspects, — 
the  doctrine  was  an  apparatus  for  destroying  cheer- 
fulness ;  in  its  second  and  truer  form  it  is  far  less 
painful,  though  like  most  great  truths  about  the 
world  (especially  economical  ones,  which  have  so 
much  to  do  with  labor  and  toil),  it  has  its  painful 
side.  But  Mr.  Malthus  first  put  the  painful  side 
alone  forward,  fixed  the  public  mind  upon  it,  and  J:or 
many  years  it  could  see  no  other. 

There  is  much  in  the  theory  of  population  which 
it  would  require  a  large  book  to  discuss,  and  I  am 
far  from  pretending  that  I  could  write  that  book. 
Many  most  difficult  questions  of  morals,  and  many 
others  of  physiology,  must  be  treated  of ;  and  it  is 
especially  hard  to  discuss  such  questions  virginibus 
piierisque,  as  almost  all  questions  are  now  discussed,  — 
some  parts  of  it  could  scarcely  be  managed  except 
under  the  decent  veil  of  a  dead  language.*  The  con- 
ditions of  marriage  form  only  part  of  that  subject, 
and  a  great  deal  would  have  to  be  written  on  that 
part  in  its  relations  to  the  actual  past  and  to  the 
possible  future ;  but  what  is  necessary  for  abstract 
political  economy  is  much  easier.  As  has  been  ex- 
plained in  the  introduction,  the  peculiarity  of  this 
science  is,  that  it  abstracts — that  is,  it  seizes  uponN 
and  alone  considers  —  the  principal  peculiarities  of 
existing  man  as  we  find  him  in  the  principal  com- 
mercial nations.  It  does  not  profess  to  be  accurately 
complete  as  to  those  nations  even  as  they  are  now, 
still  less  as  they  once  were  or  as  they  may  hereafter 
be ;  and  still  less  again  does  it  pretend  to  be  true 
of  other  nations,  in  ages  of  a  different  character, 
cast  in  a  different  mold,  and  occupied  with  different 
ideas.  Human  nature  is  so  various  that  we  cannot 
treat  of  it  at  once  briefly  and  fully  ;  we  can  only 
reason  on  short  propositions,  and  therefore  we  must 

*  "  The  obscurity  of  a  learned  language."— Gibbon,  Autobiography. 
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cut  the  subject  up  into  distinct  portions,  each  of 
which  can  be  conceived  of  by  itself  and  heard  out 
by  itself :  and  no  part  of  human  nature  is  more 
infinite  than  the  relation  between  the  sexes,  and  its 
consequences. 

Mr.  Malthus  had  no  idea  of  looking  at  the  sub- 
ject in  this  way  ;  he  thought  he  was  dealing  with 
all  nations  and  all  ages.  In  its  original  form  the 
"Essay"  propounded  a  universal  principle,  destructive 
of  golden  visions ;  in  its  later  forms  he  deals  first 
with  principles  of  population  in  the  most  barbarous 
ages,  and  then  with  it  in  every  variety  of  society 
which  he  knew  of, — nomad  or  stationary,  commercial 
or  agricultural :  and  there  is  much  in  his  discussion 
of  the  savage  society  which  is  still  worth  reading, 
and  which  was  much  before  his  time.  His  mind  was 
by  nature  indisposed  for  and  unfit  for  abstractions  ; 
indeed,  if  I  may  say  so  with  reverence,  he  always 
seems  to  me  but  a  poor  hand  at  a  dry  argument. 
Like  Adam  Smith,  he  had  no  idea  that  he  was 
founding  an  abstract  science, — he  thought  he  was 
dealing  wholly  with  the  concrete  world ;  but  it  so 
happened  that  his  idea  of  the  concrete  world  co- 
incided with  the  most  convenient  abstraction  that 
can  be  made  from  it,  and  so  he  became  in  spite  of 
himself  the  founder  of  an  abstract  science. 

The  assumed  laws  of  population  in  abstract  politi- 
cal economy  are  these  :  — 

First.  That  population  would  soon  outstrip  the 
means  of  feeding  it,  if  it  were  not  kept  down  by 
vice,  misery,  or  self-restraint. 

Secondly.  That  in  a  state  of  society  where  self- 
restraint  does  not  act  at  all,  or  only  acts  so  little 
that  we  need  not  think  of  it,  population  will  augment 
till  the  poorest  class  of  the  community  have  only 
just  enough  to  support  life. 

Thirdly.  That  in  a  community  where  self-restraint 
acts  effectually,  each  class  of  the  community  will 
augment  till  it  reaches  the  point  at  which  it  begins 
to  exercise  that  restraint. 
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In  the  second  case  (which  was  all  that  Malthus 
thought  of  in  his  first  edition),  the  population  in- 
creases till  it  reaches  a  physical  minimum  of  sub- 
sistence, —  one  that  is  set  by  natural  causes ;  in  the 
other  it  increases  till  it  reaches  a  moral  minimum 
of  subsistence, — that  is,  one  set  by  human  choice. 
And  it  follows  that  in  improving  communities  this 
moral  minimum  is  commonly  rising ;  for  in  most 
communities  more  self -restraint  of  this  sort  is  desir- 
able, and  as  people  improve  they  mostly  are  more 
inclined  to  exercise  it.  The  physical  minimum  must 
be  a  fixed  minimum  ;  the  moral  may  be,  and  ordi- 
narily is,  a  moving  minimum.  A  political  economist 
does  not  imagine  (as  I  have  previously  explained)  that 
vice,  misery,  and  self- restraint  are  the  only  causes 
which  affect  the  rate  of  increase  of  population ;  he 
well  knows  that  many  others  act  on  it  :  all  he  says 
is,  that  in  the  principal  commercial  communities  of 
the  world  these  causes  are  now  in  most  powerful 
operation,  though  they  are  retarded  or  helped  by 
others ;  in  a  word,  that  these  selected  causes  will 
in  such  communities  produce  the  specified  results,  in 
more  or  less  time,  though  there  are  other  causes 
which  aid  in  settling  how  long  or  how  short  that 
time  is  to  be. 

For  example,  it  might  well  be  (though  I  do  not 
know  that  it  has  been  proved)  that  some  races  of 
men  from  inherent  organization  tend  to  augment 
faster  than  other  races.  The  causes  which  divide 
men  into  races  are  so  many  [and]  so  hidden,  and  pro- 
duce so  many  effects,  that  it  would  not  be  strange  if 
they  had  this  effect  among  others ;  perhaps  there 
would  be  more  a  priori  likelihood  that  they  would 
have  such  an  effect  as  this  than  that  they  would 
produce  some  actual  effects  which  are  quite  certain. 
There  is  much  evidence  that  different  climates  affect 
differently  the  sexual  desires,  some  aggravating 
them  and  some  calming  them ;  and  it  would  seem 
likely  that  those  races  which  had  in  this  respect  for 
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ages  been  exposed  to  intensifying  influences,  would 
augment  more  rapidly  than  those  which  had  been 
exposed  to  mitigating  ones.  Our  knowledge  of  race- 
making  causes  is  still  most  imperfect,  and  we  can 
never  trace  race  effects  separately ;  they  are  always 
combined  with  the  effects  of  many  other  causes.  In 
this  case  the  confusion  is  peculiarly  complex,  for 
rules  of  morality  —  arising  in  unknown  circumstances 
and  inherited  for  untold  ages  —  so  retard  or  quicken 
the  growth  of  population  that  it  is  impossible  to  iso- 
late the  purely  physiological  phenomenon.  Still,  the 
principles  above  laid  down  afford  all  possible  room 
for  it  ;  they  will  have  their  usual  action,  though  mo- 
rality will  have  a  concurrent  action. 

Secondly,  we  may  quite  believe  that  the  nervous 
conditions  which  luxury  engenders  are  less  favorable 
to  the  prolificness  of  population  than  simpler  condi- 
tions. On  this  point  (and  on  this  point  only)  of  the 
theory  of  population,  Adam  Smith  had  remarkable 
and  sound  views  :  "A  half -starved  Highland  woman," 
he  tells  us,  "  frequently  bears  more  than  twenty 
children  ;  while  a  pampered  fine  lady  is  often  inca- 
pable of  bearing  any,  and  is  generally  exhausted  by 
two  or  three.  Barrenness,  so  frequent  among  women 
of  fashion,  is  very  rare  among  those  of  inferior 
station."*  Probably  of  all  causes  which  regulate  the 
pace  of  population,  the  nervous  state  of  the  woman 
is  the  most  important ;  and  it  seems  to  have  a 
kind  of  cyclical  course  as  society  advances.  There 
is  much  reason  to  think  that  in  the  earliest  state  in 
which  we  know  men  to  have  lived, — the  state  of  the 
old  slave  age  and  the  present  savages, — the  hard 
labor  and  insufficient  food  of  the  woman  tend  very 
much  to  keep  down  the  increase  of  numbers  ;  at  a 
later  period  the  improvement  of  food,  better  shel- 
ter, diminution  of  work  during  pregnancy,  bring 
the  bearing  power  of  women  up  to  its  maximum,  — 
the  Highland  woman  of  Adam  Smith  probably  was 

*Book  i.,  Chap.  viii. 
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able  to  bring  into  the  world  as  many  children,  and 
(physically  at  least)  as  strong  children  as  any  one 
who  ever  lived.  After  that,  not  only  the  luxury  of 
which  he  speaks,  but  education  and  the  habit  of 
using  the  mind,  tend  almost  certainly  to  diminish 
the  producing  power  :  there  is  only  a  certain  quan- 
tity of  force  in  the  female  frame,  and  if  that  force 
is  invested,  so  to  say,  in  one  way,  it  cannot  be  used 
in  another. 

The  same  force  acts,  no  doubt,  on  man,  but  prob- 
ably differently.  The  use  of  the  mind  in  some  ways 
certainly  does  not  have  much  if  any  effect  on  the 
power  of  increasing  the  race,  —  the  English  judges 
whose  children  Mr.  Galton  counted,  showed  very 
considerable  capacity  of  this  sort,  and  they  worked 
in  their  way  as  hard  as  many  people  ever  have  or 
will ;  but  for  the  most  part  they  do  their  work  with 
a  joyous  swing  and  impetus  which  show  that  it  does 
not  tell  upon  the  nerves.  But  anxiety,  as  has  been 
said,  does  so  tell,  and  we  have  seen  that  there  is 
reason  to  believe  that  it  much  tends  to  slacken  the 
growth  of  population ;  and  probably  any  of  the 
higher  exercises  of  the  mind,  which  cause  as  they 
all  do  obscure  and  subtle  pain,  have  a  similar  effect. 
But  these  are  problems  for  the  future  :  no  one  can 
say  that  they  are  solved  as  yet ;  indeed,  we  are 
only  beginning  to  try  to  solve  them.  Some  have 
been  sanguine  enough  to  fancy  that  the  accumula- 
tion of  them  may  in  distant  ages  make  a  stationary 
state  possible,  and  make  it  pleasant ;  but  with  this, 
political  economy  has  nothing  to  do.  It  deals  with 
men  here  and  now  :  it  takes  certain  parts  of  their 
nature  which  are  indisputable  and  which  are  impor- 
tant, and  considers  how  these  would  operate  by  them- 
selves :  questions  as  to  the  ultimate  effects  of  other 
agencies,  physiological  or  mental,  it  leaves  to  other 
sciences  and  to  futurity. 

In  the  same  way,  then,  political  economy  cannot 
by  itself  pretend  to  solve  the  many  new  problems 
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which  the  sanitary  condition  of  great  cities  suggests 
in  this  age  of  them.  There  can  be  little  doubt  that 
these  great  accumulations  of  human  beings  have  at 
least  three  effects. 

First,  Mr.  Galton  holds  that  they  diminish  in  some 
unknown  degree  the  number  of  births. 

"Again,  there  is  a  constant  tendency  of  the  best  men  in  the 
country  to  settle  in  the  great  cities,  where  marriages  are  less  pro- 
lific and  children  are  less  likely  to  live.  Owing  to  these  several 
causes,  there  is  a  steady  check  in  an  old  civilization  upon  the 
fertility  of  the  abler  classes ;  the  improvident  and  unambitious  are 
those  who  chiefly  keep  up  the  breed.  So  the  race  gradually  dete- 
riorates, becoming  in  each  successive  generation  less  fitted  for  a 
high  civilization,  although  it  retains  the  external  appearances  of 
one,  until  the  time  comes  when  the  whole  political  and  social  fabric 
caves  in,  and  a  greater  or  less  relapse  to  barbarism  takes  place, 
during  the  reign  of  which  the  race  is  perhaps  able  to  recover  its 
tone.'1* 

And  these  consequences  seem  to  Mr.  Galton  purely 
evil ;  but  they  do  not  seem  so  to  me.  No  doubt  it 
is  an  evil  that  the  accumulation  of  men  in  cities 
weakens  the  frame,  and  that  they  have  not  the 
same  energy  or  health  as  those  in  the  country ; 
every  one  must  regret  this  decline  of  power :  but 
when  power  has  declined  in  a  certain  race,  it  is 
better  that  that  race  should  not  increase  as  fast 
as  others,  —  we  had  better  breed  from  hardy  than 
from  weakened  specimens.  The  diminished  growth 
of  urban  populations  seems  to  be  nature's  remedy 
for  the  diminution  in  their  strength. 

Secondly,  great  towns  indisputably  encourage 
drunkenness.  The  bad  state  of  the  atmosphere  there 
certainly  inclines  men  more  to  drink  than  the  better 
air  of  the  country,  and  this  is  no  doubt  a  great 
evil ;  but  we  may  doubt  if  it  is  an  evil  without  com- 
pensation,—  the  persons  most  inclined  to  drunken- 
ness are  generally  persons  of  some  nervous  taint  or 
weakness  which  they  often  inherited  themselves,  and 

*  "  Hereditary  Genius,"  page  362. 
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which  they  might  not  improbably  transmit  to  their 
children.  I  do  not  of  course  mean  that  this  inherent 
weakness  is  irresistible  :  no  doubt  the  mass  of  these 
people  can  (at  first,  at  least)  help  drinking  very 
well,  —  the  heritable  taint  amounts  only  to  an  in- 
creased liability  to  this  temptation ;  but  this  is  quite 
reason  enough  to  wish  that  it  should  not  be  inherited. 
Great  cities  seem  to  have  this  special  function  in  the 
world,  that  they  bring  out  this  taint  in  the  worst 
specimens  ;  not  only  do  such  persons  suffer  as  usual 
from  the  general  decline  in  the  multiplying  power  of 
city  populations,  but  they  also  suffer  in  a  way  pecul- 
iar to  themselves.  One  of  the  effects  of  a  drunken 
habit  is  to  diminish  this  kind  of  power  as  well  as, 
and  perhaps  more  than,  most  others. 

Thirdly,  great  cities  collect  together  a  great  crim- 
inal population,  and  make  them  sterile  ;  and  so  far 
as  crime  is  connected  with  a  low  type  of  nervous 
organization,  as  it  is  very  often,  this  sterility  is  a 
great  gain,  —  society  gets  rid  of  these  over-tempted 
persons,  whose  peculiar  defects  are  a  danger  to  others 
as  well  as  to  themselves.  Great  cities  must  always 
be  in  their  worst  aspects  painful  spectacles  ;  but  this 
painfulness  is  somewhat  relieved  when  we  see  that 
we  can  regard  them  as  a  huge  cleansing  machinery, 
which  no  doubt  shows  us  a  great  deal  that  is  detest- 
able, but  also  takes  away  much  of  it,  and  prevents 
more  coming,  not  only  in  that  place  but  in  others. 

Nor  has  political  economy  any  concern  with  the 
other  purging  means,  which  in  a  subtle  way  nature 
seems  to  use  all  through  civilized  society.  It  is  said 
that  man  is  the  only  animal  of  whose  breed  no  care 
is  taken  ;  but  nature  has  not  forgotten  to  take  much 
care  of  it.  Every  one  who  watches  society  must  have 
seen  many  instances  in  which  defective  families  have 
died  out  because  they  were  defective  :  the  men  being 
weak  failed  to  earn  their  living,  and  therefore  could 
not  marry  ;  and  the  girls,  wanting  from  the  same 
cause  life  and  vigor,  did  not  find  husbands,  —  and  so 
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the  race  died  away.  And  this  cause  works  not  only 
in  families  weak  as  a  whole,  but  in  the  weak  mem- 
bers of  strong  families  ;  all  through  society  there  is 
a  constant  tendency  in  civilized  life  to  slacken  the 
pace  of  population  by  weeding  away  those  weaker 
and  less  valuable. 

There  seem  to  be  curious  processes  of  nature  also 
at  the  other  end  of  the  scale  of  cultivation.  The 
process  by  which  so  many  savage  races  die  out  be- 
fore civilized  man  is  certainly  not  as  yet  completely 
explained.  Hard  work,  which  civilized  man  brings, 
and  which  most  savages  cannot  bear,  accounts  for 
some  of  it;  alcohol — "the  fire-water,"  as  savages 
call  it  —  accounts  for  more  :  but  there  seems  to  be  a 
residue  still  unexplained.  The  most  plausible  theory 
says  that  this  is  due  to  two  causes ;  and  first,  to 
the  inability  of  savage  nations  to  bear  the  diseases 
to  which  the  hardened  frame  of  civilized  men  is 
inured.  For  ages,  in  the  contested  parts  of  the  world 
which  civilized  man  inhabits,  the  stronger  race  has 
conquered  and  supplanted  the  weaker  ;  and  the  result 
is  a  strong  animal,  equal  to  many  difficulties,  and 
able  among  other  things  to  survive  strong  diseases  : 
but  in  the  out-of-the-way  places  which  savages  inhabit 
there  has  been  no  such  incessant  conflict,  and  in  con- 
sequence there  is  no  such  strong  animal,  —  the  weaker 
savage  succumbs  to  diseases  which  the  seasoned 
white  man  easily  bears.  Indeed,  the  way  in  which 
savages  waste  away  before  "alcohol"  is  but  a 
case  of  this  :  they  cannot  bear,  as  white  men  can,  the 
diseases  which  it  generates.  And  the  second  cause 
which  co-operates  with  this  is  a  certain  disheartened 
tendency  of  mind  which  somehow  tells  on  the  nerves, 
and  which  is  analogous  to  the  way  in  which  wild 
animals  die  out'  when  caught  and  confined ;  a  cer- 
tain life  and  spirit  seem  as  essential  to  keep  men  in 
good  numbers  as  in  good  health. 

Different  kinds  of  food  may,  too,  for  aught  we 
know,  have  an  effect  not  yet  understood  on  man's 
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power  to  increase  his  numbers.  The  potato  was  at 
one  time  fancied  —  erroneously,  probably  —  to  contain 
a  particular  stimulus  of  this  sort ;  but  though  this 
instance  may  have  been  a  mistake,  the  conception  is 
possible.  We  must  not  always  say,  [however,]  that 
the  more  nutritious  food  will  tend  universally  to  pro- 
duce the  more  people,  though  no  doubt  it  usually  does 
so  :  it  may  even  sometimes  have  a  contrary  effect,  — 
it  may  run  to  quality  rather  than  to  quantity ;  it 
may  make  fewer  strong  people  instead  of  more  weak 
ones. 

I  set  out  these  considerations  at  length  because  it 
is  most  important  that  there  should  be  no  disunion 
between  political  economy  and  physiology,  or  between 
it  and  the  more  complex  forms  of  social  science.  No 
political  economist  has  the  slightest  reason  to  depre- 
ciate the  causes  which  act  on  population  of  which 
his  science  takes  no  cognizance :  on  the  contrary, 
he  has  the  greatest  reason  for  taking  an  interest  in 
them, — they  supplement  what  he  discusses;  reality  is 
composed  of  the  influences  treated  of  in  his  science, 
plus  these  influences,  and  of  course  he  wishes  to 
compare  his  work  with  fact. 

We  must  be  careful  to  see  what  these  principles 
themselves  mean  ;  for  they  are  often  mistaken.  Even 
apart  from  physiology,  they  do  not  say  that  an  in- 
crease in  the  comfort  of  a  people  necessarily  tends 
to  augment  their  numbers;  it  does  so  in  two  cases 
only.  The  first  case  is  when  the  people  are  at  the 
"physical  minimum,"  with  just  enough  to  support  life, 
and  do  not  exercise  self-restraint ;  here,  the  moment 
there  is  more  food  there  will  be  more  numbers.  Such 
people  will  always  multiply,  just  as  the  ryots  in  Ben- 
gal, in  a  somewhat  similar  state  of  things,  are  multi- 
plying. The  second  case  is  when  the  people  are  at 
the  "moral  minimum,"  with  just  what  will  support 
the  existing  numbers  in  the  sort  of  life  they  think 
proper,  be  it  high  or  low ;  such  numbers  being  kept 
down  by  self-restraint,  and  when  the  people  do  not 


MALTHUS.  397 


change  their  standard.  Then,  undoubtedly,  more  conr- 
fort  will  be  turned  into  more  children  ;  and  in  a  little 
while  the  new  state  of  things  will  produce  n6  more 
comfort  to  each  person  than  the  old  one,  only  there 
will  be  more  persons  to  enjoy  it.  But  there  is  no 
sort  of  necessity  in  this  ;  as  has  been  explained,  the 
"moral  minimum"  is  very  movable:  the  people  may 
change  their  standard,  and  in  that  case  more  comfort 
will  not  produce  more  persons, — there  will  only  be 
as  many  as  there  would  have  been  before,  and  the 
average  of  these  will  have  a  better  life.  Whether  a 
people  take  one  course  or  the  other  will  depend  on 
this  sort  of  change,  and  on  its  relation  to  the  sort 
of  civilization  enjoyed  by  the  people  ;  I  doubt  if  any 
general  formula  can  be  found  for  it.  Some  writers 
have  said  that  a  great  sudden  change  which  elevates 
a  whole  generation  is  more  likely  to  raise  the  popu- 
lation standard  than  a  series  of  successive  small 
changes  ;  *  but  as  far  as  I  can  judge,  more  depends 
on  the  previous  preparation  of  the  people  than  on  its 
absolute  amount.  A  really  thrifty  people  used  to 
self-denial  will  profit  exceedingly  by  a  series  of  small 
improvements, — they  will  not  "run  to  numbers,"  they 
will  augment  in  happiness ;  and  an  easy-going  en- 
joying nation  will  mostly  not  be  much  the  better 
for  any  boon  of  plenty,  however  great  or  sudden,  — 
they  will  live  at  the  same  average,  but  the  average 
will  not  be  raised. 

Now  that  we  see  the  extreme  delicacy  of  the 
assumptions  as  to  population  on  which  abstract 
political  economy  is  based,  we  shall  not  be  surprised 
at  finding  that  Mr.  Malthus  did  not  apprehend  them 
as  they  really  are.  As  I  have  said,  he  did  not  in  the 
least  know  that  he  was  aiding  in  the  foundation  of 
an  abstract  science ;  he  thought  that  he  was  dealing 
with  real  men,  and  that  the  principles  which  he 
expounded  were  all  those  which  affected  his  subject. 

fclt  is  not  hard  to  prove  that  the  fact  is  quite  as  likely  to  be  just  the 
reverse.  —  ED. 
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Indeed,  the  best  part  of  his  book  is  an  account, 
which  must  have  cost  great  labor  at  that  time,  of 
the  rate  at  which  population  had  augmented  and  was 
I  augmenting,  in  various  countries,  and  the  causes 
I  which  influenced  that  rate :  and  the  best  part  of  this 
is  that  which  relates  to  the  savage  state ;  for  even 
now,  when  that  state  has  been  so  accurately  stud- 
ied, it  is  worth  while  to  glance  over  what  Maltlius 
wrote  on  it  more  than  fifty  years  ago.  That  his 
analysis  of  population  causes  in  other  countries  should 
be  most  incomplete  was  a  matter  of  course,  —  even 
now  we  are  much  in  the  dark  on  much  of  this  sub- 
ject ;  but  how  incomplete  it  was,  will  sufficiently 
appear  from  a  single  fact :  though  he  treats  elabo- 
rately of  Norway  and  of  Switzerland,  he  has  no  idea 
that  peasant  properties  have  a  tendency  to  check 
population.  He  discusses  the  subject  as  if  there  were 
no  difference  in  this  respect  between  a  people  which 
owns  the  soil  and  one  which  lives  by  wages  ;  and 
therefore  many  of  the  disquisitions  in  which  he  in- 
dulges are  wholly  thrown  away. 

And  Mr.  Malthus,  as  was  natural,  never  cleared 
his  mind  entirely  of  the  dismal  theory  with  which  he 
began.  Scarcely  any  man  who  has  evolved  a  strik- 
ing and  original  conception  of  a  subject  ever  gets 
rid  of  it ;  long  after  he  himself  fancies  that  he  has 
cleared  his  mind  of  it,  every  one  else  sees  that  it 
haunts  him  still.  Mr.  Malthus  was  peculiarly  little 
likely  to  get  rid  of  his  errors  :  he  had  published  his 
original  theory,  had  made  a  name  by  publishing  it, 
and  he  never  admitted  even  to  himself  how  complete 
a  change  the  foundation  of  his  ideas  had  undergone. 
A  theory  of  population  which  does  not  include  self- 
restraint,  like  his  first,  and  one  which  essentially 
depends  orv  it,  like  his  second,  differ  in  their  essence 
and  therefore  differ  in  their  main  consequences. 
From  a  theory  of  population  which  does  not  include 
a  prudential  check,  it  follows  that  plenty  cannot  last, 
and  that  men  will  always  multiply  down  to  misery ; 
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but  such  a  theory  with  a  prudential  check  has  no 
such  consequence  :  and  for  many  years  it  was  a 
misfortune  to  the  subject  that  the  original  propounder 
of  what  were  then  the  best  views  of  it  had  connected 
those  views  with  a  mischievous  exaggeration,  lead- 
ing straight  to  lamentable  results. 

To  most  other  parts  of  political  economy  Mr.  Mal- 
thus  added  very  little ;  and  on  some  he  supported 
errors  which  were  even  then  becoming  antiquated. 
He  was  a  strenuous  advocate  of  "Protection  to 
agriculture,"  and  believed  that  the  supply  of  all 
commodities  might  exceed  the  demancj,  which  is  as 
much  as  to  say  that  there  is  too  much  of  everything. 
The  truth  is,  that  Mr.  Malthus  had  not  the  practi- 
cal sagacity  necessary  for  the  treatment  of  political 
economy  in  a  concrete  way,  or  the  mastery  of  ab- 
stract ideas  necessary  to  deal  with  it  in  what  we 
should  now  call  a  "scientific"  way;  he  tried  a  bad 
mixture  of  both,  —  there  is  a  mist  of  speculation 
over  his  facts  and  a  vapor  of  fact  over  his  ideas. 

On  one  important  point  Mr.  Malthus  was,  how- 
ever, in  advance  of  his  time, —  he  was  one  of  several 
writers  who  at  the  same  time  discovered  the  true 
theory  of  rent ;  that  theory  lay  indeed  close  to  his 
ideas  on  population.  Its  essence  (as  we  have  seen) 
is,  that  the  rent  of  land  arises  from  the  scarcity  of 
good  land.  Mr.  Malthus  could  not  help  seeing  that 
Adam  Smith  (and  the  French  economistes)  were 
wrong  in  imputing  rent  to  some  pre-eminent  merit  in 
the  land  :  he  saw  that  it  came  from  a  special  fact 
concerning  land,  —  viz.,  that  so  little  of  it  is  first-rate 
both  in  situation  and  in  quality ;  that  most  is  either 
not  the  best  or  not  in  the  best  place,  else  there 
would  be  no  rent  of  land  any  more  than  of  air. 
This  truth  seems  so  plain  that  one  can  scarcely 
conceive  how  it  should  ever  not  have  been  seen  ; 
but  certainly  it  was  not  seen  till  modern  economists 
pointed  it  out;  and  then  —  as  so  often  happens  —  it 
was  on  many  people's  lips  almost  at  once.  The  fact 
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was  so  unmistakably  plain  that  several  persons  could 
not  help  seeing  it  the  moment  they  began  to  search 
for  it.  Of  these,  Mr.  Malthus  was  one,  but  not  the 
best ;  as  we  shall  see,  a  much  keener  intellect  than 
his  far  more  fully  examined  all  its  consequences. 

There  is  nothing  in  Mr.  Malthus's  life  which  is 
worth  mentioning,  or  which  illustrated  his  doctrines. 
He  was  an  estimable  gentleman  and  clerical  pro- 
fessor;  "a  mild  pottering  person,"  I  think,  Carlyle 
would  have  called  him.  Neither  his  occupation  nor 
his  turn  of  mind  particularly  fitted  him  to  write  on 
money  matters  :  he  was  not  a  man  of  business,  nor 
had  he,  like  Paley  and  similar  clergymen,  a  hard- 
headed  liking  for  and  an  innate  insight  into  the 
theory  of  business.  He  was  a  sensible  man  edu- 
cated in  the  midst  of  illusions  ;  he  felt  a  reaction 
against  them,  and  devoted  the  vigor  of  his  youth  to 
disprove  and  dispel  them  :  and  he  made  many  sen- 
sible and  acute  remarks  on  kindred  topics.  But  he 
has  been  among  the  luckiest  of  authors,  for  he  has 
connected  his  name  with  the  foundation  of  a  last- 
ing science  which  he  did  not  plan  and  would  by  no 
means  have  agreed  in. 

This  celebrity  may  seem  over-fortunate,  but  it  is 
explained  by  the  circumstances  of  the  time  :  the  age 
in  which  he  wrote  was  as  much  against  the  God- 
winian  illusions  as  Mr.  Malthus  could  be.  He  and 
his  father  were  but  an  instance  of  a  general  contrast 
between  successive  generations  :  the  generation  before 
1789  was  full  of  hope,  and  delighted  with  happy 
schemes  ;  that  after  it  was  terrified  by  the  French 
revolution,  insensible  to  hope  and  ready  for  despair. 
To  this  change  of  sentiment  Mr.  Malthus  effectually 
ministered ;  and  beneath  this  want  of  the  surface 
there  was  one  much  more  real  need,  to  which  he 
was  of  use  also,  —  an  immense  tide  of  sentiment  fa- 
vored the  growth  of  population,  no  matter  what  the 
circumstances  and  what  its  means  of  subsistence. 
Mr.  Pitt,  who  was  the  most  instructed  statesman  of 
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the  time  on  economical  subjects,  said  that  the  man 
who  had  a  large  family  was  "a  benefactor  to  his 
country "  :  and  the  old  English  Poor  Law  was  simply 
a  subsidy  to  the  increase  of  paupers.  Against  such 
notions  and  such  practices  Mr.  Malthus's  views 
were  a  most  admirable  reaction  ;  if  there  had  been 
no  such  movement,  our  agricultural  districts  would 
by  this  time  have  been  a  pauper  warren.  That  his 
views  were  exaggerated,  though  a  subsequent  misfor- 
tune, was  an  immediate  advantage  :  he  advertised  his 
notions,  and  fixed  them  among  the  men  who  under- 
stood a  simple  and  striking  exaggeration  far  more 
easily  than  a  full  and  accurate  truth.  He  created 
an  entirely  new  feeling  on  his  subject. 

"If  we  look,"  says  Mr.  Carlyle,  "at  the  old  Poor 
Law,  we  shall  find  it  to  have  become  still  more 
unsupportable ;  demanding,  if  England  was  not  des- 
tined for  anarchy,  to  be  done  away  with."  "To 
create  men  filled  with  a  theory "  that  it  ought  to 
be  done  away  with  "was  the  one  thing  needful; 
nature  had  no  readier  way  of  getting"  it  done 
away  with.*  To  this  Mr.  Malthus  most  essentially 
contributed ;  it  was  he  who  more  than  any  one 
else  "filled"  men  with  that  theory. 
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true  founder  of  abstract  political  economy  is 
Ricardo;  and  yet  in  seeming  there  was  no  one  less 
likely  to  be  the  founder,  —  he  was  a  practical  man 
of  business,  who  had  little  education,  who  was  for 
much  of  his  life  closely  occupied  in  a  singularly 
absorbing  trade,  and  who  made  a  fortune  in  that 
trade.  Just  as  no  one  would  have  expected  from 
Adam  Smith,  the  bookish  student,  the  practical  sa- 
gacity with  which  every  page  of  the  "  Wealth  of 
Nations"  overflows,  so  no  one  would  have  expected! 
from  Ricardo,  who  made  a  large  fortune,  the  founda- 
tion of  a  science  of  abstractions ;  every  one  would,; 
on  the  contrary,  have  imagined  that  Adam  Smith] 
would  have  been  eminent  in  the  abstractions  among 
which  his  closet-life  would  seem  to  have  been  spent, 
and  that  Ricardo  would  have  been  eminent  in  the 
rough  and  rude  sense  which  makes  money :  but  in 
fact,  Ricardo  arrives  at  his  best  conclusions  by  the 
most  delicate  and  often  difficult  reasoning,  and  Adam 
Smith,  as  we  have  seen,  at  his  by  an  easy  and 
homely  sagacity.  , 

There  is  much  in  this,  as  in  all  such  cases,  which 
now  is  and  probably  will  always  remain  inexplicable ; 
for  the  most  obscure  and  subtle  of  causes  are  those 
which  fix  inherited  genius.  But  just  as  in  Adam 
Smith's  case,  a  more  exact  survey  of  the  circum- 
stances tends  to  diminish  our  surprise  :  the  trade  in 
which  Ricardo  spent  his  life,  and  in  which  he  was 
so  successful,  was  of  all  trades  the  most  abstract. 
Perhaps  some  people  may  smile  when  they  hear  that 
his  money  was  made  on  the  Stock  Exchange,  which 
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they  believe  to  be  a  scene  of  gambling;  but  there 
is  no  place  where  the  calculations  are  so  fine,  or 
where  they  are  employed  on  data  so  impalpable  and 
so  little  '^min^se^^iijaatter.'' *  There  is  a  story 
that  some  dealer  made  very  many  thousand  pounds 
by  continued  dealings  in  the  shares  of  some  rail- 
way, and  then  on  a  sudden  asked  where  that  railway 
was :  the  whole  thing  had  been  a  series  of  algebraic 
quantities  to  him,  which  called  up  no  picture,  but 
which  affected  a  profit-and-loss  account.  In  most 
kinds  of  business  there  is  an  appeal  of  some  sort  to 
the  senses :  there  are  goods  in  ships,  or  machines ; 
even  in  banking  there  is  much  -physical  money  to 
be  counted :  but  the  Stock  Exchange  deals  in  the 
" debts"  —that  is,  the  "promises"  —  of  nations,  and 
in  the  "shares"  of  undertakings  whose  value  de- 
pends on  certain  future  dividends,  —  that  is,  on  certain 
expectations,  and  what  those  expectations  are  to  be 
is  a  matter  of  nice  calculation  from  the  past.  Thesev 
imponderable  elements  of  trade  cannot  be  seen  or  han- 
dled, and  the  dealing  with  them  trains  the  mind  to 
a  refinement  analogous  to  that  of  the  metaphysician. 
The  ordinary  human  mind  finds  a  great  rest  in  fixing 
itself  on  a  concrete  object :  but  neither  the  metaphy- 
sician nor  the  stock-jobber  have  any  such  means  of 
repose;  both  must  make  their  minds  ache  by  fixing 
them  intently  on  what  they  can  never  see,  and  by 
working  out  all  its  important  qualities  and  quantities. 
A  stock-jobber  loses  money,  and  in  the  end  is  ruined, 
if  he  omits  any  or  miscalculates  any ;  if  any  man  of 
business  is  to  turn  abstract  thinker,  this  is  the  one 
who  should  do  so.  Any  careful  reader  of  Bicardo, 
who  knows  anything  of  such  matters,  and  who 
watches  the  anxious  penetration  with  which  he  fol- 
lows out  rarefied  minutiae,  will  very  often  say  to  him- 
self, "I  see  well  why  this  man  made  a  fortune  on 
the  Stock  Exchange." 

For  this  trade  Ricardo  had  the  best  of   all  prepa- 
rations, the   preparation   of   race :   he   was   a  Jew   by 

*" Locke  on  the  Human  Understanding,"  Book  iv.,  Chap,  iii.,  §6. 
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descent  (his  father  was  one  by  religion),  and  for  ages 
the  Jews  have  shown  a  marked  excellence  in  what 
may  be  called  the  "commerce  of  imperceptibles." 
They  have  no  particular  superiority  in  the  ordinary 
branches  of  trade ;  an  Englishman  is  quite  their  equal 
in  dealing  with  ordinary  merchandise,  in  machine 
making  or  manufacturing :  but  the  Jews  excel  on 
every  Bourse  in  Europe;  they  —  and  Christian  de- 
scendants of  their  blood  —  have  a  pre-eminence  there 
wholly  dut  of  proportion  to  their  numbers  or  even  to 
their  wealth.  Some  part  of  that  pre-eminence  is  no 
doubt  owing  to  their  peculiar  position  as  a  race :  for 
nearly  two  thousand  years  they  have  been  a  small 
nation  diffused  over  a  vast  area ;  that  diffusion  has 
made  them  the  money-lenders  for  most  of  the  nations 
with  whom  they  lived;  and  the  exchange  of  money 
between  country  and  country  is  a  business  of  fine 
calculation,  which  prepared  them  for  other  fine  calcu- 
lations. This  long  experience  has  probably  developed 
a  natural  aptitude,  and  it  would  be  idle  to  distinguish 
what  is  due  to  the  one  in  comparison  with  the  other ; 
the  fact  remains  that  the  Jews  have  now  an  inborn 
facility  in  applying  figures  to  pure  money  matters. 
They  want,  less  than  other  nations,  a  visible  com- 
modity which  they  can  imagine  if  not  touch ;  they 
follow  with  greater  ease  and  greater  nicety  all  the 
minute  fractions  on  which  this  subtle  commerce 
depends  (a  task  which  is  a  particular  torture  to  most 
Englishmen),  and  they  make  money  as  the  result. 
The  writings  of  Ricardo  are  unique  in  literature,  so 
far  as  I  know,  as  a  representative  on  paper  of  the 
special  faculties  by  which  the  Jews  have  grown  rich 
for  ages.  The  works  of  Spinoza  and  many  others 
have  shown  the  power  of  the  race  in  dealing  with 
other  kinds  of  abstraction;  but  I  know  none  but 
Kicardo's  which  can  awaken  a  book  student  to  a 
sense  of  the  Jewish  genius  for  the  mathematics  of 
money-dealing.  His  mastery  over  the  abstractions  of 
political  economy  is  of  a  kind  almost  exactly  identical. 
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The  peculiar  circumstances  of  his  time  also  con- , 
ducted  Ricardo  to  the  task  for  which  his  mind  was 
most  fit.  He  did  not  go  to  political  economy;  politi- 
cal economy,  so  to  say,  came  to  him.  He  lived  in 
the  "City"  at  a  time  when  there  was  an  incessant 
economical  discussion  there :  he  was  born  in  1772, 
and  had  been  some  years  in  business  in  1797,  the 
year  of  the  celebrated  ' '  Bank  _ rest r iction , ' '  which 
"restricted"  the  Bank  of  England  from  paying  its 
notes  in  coin,  and  which  established  for  the  next 
twenty  years  in  England  an  inconvertible  paper  cur- 
rency. As  to  this  —  as  to  the  nature  of  its  effect, 
and  even  as  to  whether  it  had  an  effect  —  there  was 
an  enormous  amount  of  controversy ;  Ricardo  could 
not  have  helped  hearing  of  it,  and  after  some  years 
took  an  eager  part  in  it.  Probably  if  he  had  not 
been  led  in  this  way  to  write  pamphlets,  he  would 
never  have  written  anything  at  all,  or  have  got  the 
habit  of  consecutive  dealing  with  difficult  topics, 
which  is  rarely  gained  without  writing, — he  had  only 
a  common-school  education,  and  no  special  training 
in  such  things ;  but  it  is  the  nature  of  an  inconvert- 
ible currency  to  throw  the  dealings  between  other 
countries  and  the  country  which  has  it  into  con- 
fusion, and  to  change  the  price  of  all  its  securities. 
As  Ricardo  was  a  jobber  on  the  English  Stock  Ex- 
change for  the  whole  time  during  which  the  notes 
of  the  Bank  of  England  were  inconvertible,  his  daily 
business  must  have  constantly  felt  the  effect. 

Having  been   thus   stimulated  to   write   pamphlets  V 
on    the    one    great    economical    subject    of    his    day, 
Ricardo  was  naturally  led  to  write  them  also  on  the 
other  great  one.     At  the  close  of  the  war  the  English  , 
Parliament  was  afraid  that  corn  would  be  too  cheap  : 
the  war  had  made  it  dear,  and  probably  when  peace 
came  it  would  cease  to  be  dear;  and  therefore  in  its 
wisdom  Parliament   passed  "Corn   Laws"  to  keep  it 
dear.      And  it  would  have  been   difficult  for  a  keen 
arguer  and  clear  thinker  like  Ricardo  to  abstain  from 
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proving  that  Parliament  was  wrong ;  and  accordingly 
he  wrote  some  essays  which  would  be  called  "dry 
and  difficult "  now,  but  which  were  then  read  very 
extensively  and  had  much  influence. 

Political  economy  was  indeed  the  favorite  sub- 
ject in  England  from  about  1810  to  about  1840,  and 
this  to  an  extent  which  the  present  generation  can 
scarcely  comprehend.  Indeed,  old  people  are  puzzled 
for  an  opposite  reason :  they  can  hardly  understand 
the  comparative  disappearance  of  what  was  the  prin- 
cipal topic  in  their  youth.  They  mutter  with  extreme 
surprise,  "We  hardly  hear  anything  now  about  politi- 
cal economy:  we  used  to  hear  of  nothing  so  much." 
And  the  fundamental  cause  is  the  great  improvement 
in  the  condition  of  the  country.  For  the  thirty  years 
succeeding  the  peace  of  1815,  England  was  always 
uncomfortable :  trade  was  bad,  employment  scarce, 
and  all  our  industry  depressed,  fluctuating,  and  out 
of  heart.  So  great  is  the  change  of  times,  that  what 
we  now  call  "bad  trade"  would  then  have  seemed 
very  good  trade,  and  what  we  now  call  "good  trade" 
would  have  been  too  good  to  be  thought  of,  —  would 
have  been  deemed  an  inconceivable  Elysian  and  Uto- 
pian dream.  So  long  as  this  misery  and  discomfort 
continued,  there  was  a  natural  curiosity  as  to  the 
remedy;  business  being  bad,  there  was  a  great  inter- 
est in  the  "science  of  business,"  which  ought  to 
explain  why  it  was  thus  bad  and  might  be  able  to 
show  how  it  was  to  be  made  good.  While  the  eco- 
nomical condition  of  countries  is  bad,  men  care  for 
political  economy,  which  may  tell  us  how  it  is  to  be 
improved;  when  that  condition  is  improved,  political 
economy  ceases  to  have  the  same  popular  interest, 
for  it  can  no  longer  prescribe  anything  which  helps 
the  people's  life.  In  no  age  of  England,  either  be- 
fore or  since,  could  a  practical  man  of  business  like 
Ricardo  have  had  so  many  and  such  strong  influences 
combining  to  lead  him  towards  political  economy,  as 
in  Ricardo's  own  time. 
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And  there  was  at  that  time  a  philosophical  fash-l  v 
ion  which  was  peculiarly  adapted  to  make  him  think 
that  the  abstract  mode  of  treating  the  subject  which 
was  most  suitable  to  his  genius  was  the  right  mode. : 
It  was  the  age  of  "philosophical  Radicalism,"  —  a 
school  of  philosophy  which  held  that  the  whole  the- 
ory of  political  government  could  be  deduced  from 
a  few  simple  axioms  of  human  nature ;  it  assumed 
certain  maxims  as  to  every  one's  interest,  and  as  to 
every  one  always  following  his  interest,  and  from 
thence  deduced  the  universal  superiority  of  one  par- 
ticular form  of  government  over  all  others.  "Euclid" 
was  its  one  type  of  scientific  thought ;  and  it  be- 
lieved that  type  to  be  —  if  not  always,  at  least  very 
often  —  attainable.  From  a  short  series  of  axioms 
and  definitions  it  believed  that  a  large  part  of  human 
things  —  far  more  than  is  really  possible  —  could  be 
deduced.  The  most  known  to  posterity  of  this  school' 
(and  probably  its  founder)  was  Mr.  Bentham,  for 
the  special  value  of  his  works  on  jurisprudence  has 
caused  his  name  to  survive  the  general  mode  of 
political  thinking  which  he  was  so  powerful  in  intro- 
ducing ;  but  a  member  of  the  sect  almost  equally 
influential  in  his  own  time  was  Mr.  James  Mill,  of 
whom  his  son  has  given  us  such  a  graphic  picture 
in  his  biography.  This  austere  dogmatist  thought 
that  the  laws  of  government^and^oT'  human  happi- 
ness might  be  evolved  from  some  few  principles,  just 
as  a  Calvinistic  theologian  evolves  a  whole  creed  of 
human  salvation  from  certain  others.  Mr.  Grote,  who 
belonged  for  the  best  years  of  his  life  to  the  sect, 
and  whose  writings  and  tone  of  mind  were  pro- 
foundly tinctured  by  its  teaching,  has  left  us  a 
vivid  description  of  Mr.  James  Mill,  who  seems  to 
have  influenced  him  far  more  than  any  one  else ; 
and  an  equally  vivid  picture  may  still  be  found  in 
the  reminiscences  of  a  few  old  men,  who  still  linger 
in  London  society,  and  who  are  fond  of  recalling  the 
doctrines  of  their  youth,  though  probably  they  now 
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no  longer  believe  them.  James  Mill  must  have  pre- 
eminently possessed  the  Socratic  gift  of  instantaneously 
exciting  and  permanently  impressing  the  minds  of 
those  around  him. 

I  do  not  know  in  what  manner  Eicardo  and  James 
Mill  became  acquainted,  except  that  John  Mill  says 
it  was  through  Bentham,  who  was  a  rich  man,  and 
though  a  recluse,  made  for  many  years  his  house  a 
sort  of  castle.  John  Mill  tells  us  also  that  James 
Mill  considered  the  friendship  of  Ricardo  to  have 
been  the  most  valuable  of  his  whole  life.  To  a 
genius  like  Ricardo,  with  Ricardo's  time  and  circum- 
stances, the  doctrines  of  James  Mill  must  have  come 
like  fire  to  fuel ;  they  must  have  stimulated  the  in- 
nate desire  to  deduce  in  systematic  connection,  from 
the  fewest  possible  principles,  the  truths  which  he 
had  long  been  considering  disconnectedly.  If  Ricardo 
had  never  seen  James  Mill,  he  would  probably  have 
written  many  special  pamphlets  of  great  value  on 
passing  economical  problems,  but  he  would  probably 
not  have  written  "  On  the  Principles  of  Political 
Economy  and  Taxation,"  and  thus  founded  an  ab- 
stract science;  it  takes  a  great  effort  to  breathe  for 
long  together  the  "thin  air"  of  abstract  reasoning. 

It  must  be  remembered  that  Ricardo  was  in  no 
high  sense  an  educated  man.  As  far  as  we  know, 
he  had  not  studied  any  science,  and  had  no  large 
notion  of  what  science  was ;  without  encouragement 
from  a  better  trained  mind  he  most  likely  would 
not  have  attempted  any  purely  scientific  effort.  To 
the  end  of  his  days,  indeed,  he  never  comprehended 
what  he  was  doing.  He  dealt  with  abstractions  with- 
out knowing  that  they  were  such ;  he  thoroughly 
believed  that  he  was  dealing  with  real  things.  He 
thought  that  he  was  considering  actual  human  nature 
in  its  actual  circumstances,  when  he  was  really  con- 
sidering a  fictitious  nature  in  fictitious  circumstances. 
And  James  Mill,  his  instructor  on  general  subjects, 
had  on  this  point  as  little  true  knowledge  as  he  had 
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himself.  James  Mill,  above  all  men,  believed  that 
you  could  work  out  the  concrete  world  of  human 
polity  and  wealth  from  a  few  first  truths ;  he  would 
have  shuddered  at  our  modern  conception  of  polit- 
ical economy,  as  a  convenient  series  of  deductions 
from  assumed  axioms  which  are  never  quite  true, 
which  in  many  times  and  countries  would  be  utterly 
untrue,  but  which  are  sufficiently  near  to  the  prin- 
cipal conditions  of  the  modern  world  to  make  it 
useful  to  consider  them  by  themselves.  At  that  time 
economists  indulged  in  happy  visions ;  they  thought 
the  attainment  of  truth  far  easier  than  we  have 
since  found  it  to  be.  They  were  engaged  in  a  most 
valuable  preliminary  work,  —  one  which  is  essential 
to  the  conception  of  the  phenomena  of  wealth  in 
such  an  age  as  this,  or  in  any  age  in  which  free 
industry  has  made  much  progress :  but  after  this  pre- 
liminary work  is  finished,  there  is  a  long  and  tedious 
time  to  be  spent  in  comparing  the  assumptions  we 
have  made  in  it  with  the  facts  which  we  see,  and  in 
adding  the  corrections  which  that  comparison  sug- 
gests ;  and  only  at  the  end  of  this  dull  task  can  we 
leave  mere  reasoning  and  come  to  life  and  practice. 

Little  is  known  of  Ricardo's  life,  and  of  that 
little  only  one  thing  is  worth  mentioning  in  a  sketch 
like  this,  —  that  he  went  into  Parliament.  He  had 
retired  with  a  large  fortune  from  business  compara- 
tively young,  —  not- much  over  forty,  as  far  as  I  can 
make  out,  —  and  the  currency  and  other  favorite 
economical  subjects  of  his  were  so  much  under  dis- 
cussion in  Parliament  that  he  was  induced  to  enter  it. 
At  present  an  abstract  philosopher,  however  wealthy, 
does  not  often  enter  Parliament :  there  is  a  most 
toilsome,  and  to  him  probably  disagreeable,  labor  to 
be  first  undergone,  —  the  canvassing  a  popular  con- 
stituency ;  but  fifty  years  ago  this  was  not  essential. 
Ricardo  entered  Parliament  for  Portarlington,  which 
is  now  the  smallest  borough  in  Ireland,  or  indeed  in 
the  whole  United  Kingdom,  and  which  was  then  a 
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mere  rotten  or  proprietary  borough ;  and  no  doubt 
Bicardo  bought  his  seat  of  the  proprietor.  He  was 
well  received  in  the  House,  and  spoke  with  clear- 
ness and  effect  on  his  own  subjects.  He  is  said  to 
have  had  in  conversation  a  very  happy  power  of  lucid 
explanation,  and  he  was  able  to  use  the  same  power 
in  a  continuous  speech  to  an  assembly.  His  wealth 
no  doubt  gave  him  a  facility  in  acquiring  respect : 
Parliament,  like  every  other  collection  of  English- 
men, is  much  more  ready  to  trust  a  rich  man  about 
money  than  a  poor  one. 

The  most  curious  characteristic  of  Eicardo's  polit- 
ical career  was  his  zeal  to  abolish  the  means  by 
which  he  entered  Parliament :  he  was  most  anxious 
for  a  parliamentary  reform  much  resembling  in 
principle  that  of  1832 ;  and  in  this  he  agreed  with 
most  of  the  sensible  men  of  his  time.  The  narrow- 
mindedness  and  the  want  of  capacity  with  which 
the  Tory  party  had  governed  the  country  since  the 
peace  are  now  only  known  to  us  from  history,  and 
are  not  easily  believed  by  those  who  have  not  care- 
fully studied  that  history.  As  was  the  tree,  so  were 
its  fruits  :  the  government  seemed  to  be  one  which 
must  hurt  a  country ;  and  in  fact  the  country  was, 
if  not  very  unhappy,  at  any  rate  most  uncomfortable. 
The  best  cure  seemed  to  be  a  change  of  rulers,  by  a 
large  addition  to  the  popular  element  in  the  govern- 
ment ;  and  as  we  now  know,  this  has  been  effectual. 
The  country  has  been  far  happier  under  the  new 
system  than  under  the  old,  and  the  improvement  has 
been  greatly  due  to  the  change  :  we  could  not  have 
had  Free  Trade  before  1832,  and  it  is  Free  Trade 
which,  more  than  any  other  single  cause,  makes  us 
so  happy.  The  change  in  popular  comfort  has  been 
greater  than  Ricardo  or  than  any  one  of  his  genera- 
tion could  have  imagined ;  but  we  have  had  to  pay 
a  good  price  for  it,  and  one  of  the  items  in  that 
price  is  the  exclusion  of  philosophers  from  Parliament. 
Such  a  thinker  as  Ricardo,  with  the  unflinching 
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independence  which  characterized  Ricardo,  would  be 
impossible  in  our  recent  Parliaments ;  no  popular 
constituency  would  consent  to  elect  such  a  man,  nor 
would  he  consent  to  ask  them. 

Very  little   is  now  to  be  learnt  of  Ricardo's  ordi- 
nary life :  we  know  that  he  had  a  mind 

"Keen,  intense,  and  frugal, 
Apt  for  all  affairs," 

and  we  know  little  else.  A  well-authenticated  tradi- 
tion says  that  he  was  most  apt  and  ready  in  the 
minutest  numerical  calculations.  This  might  be  gath- 
ered from  his  works ;  and  indeed,  any  one  must  be 
thus  apt  and  ready  who  thrives  on  the  Stock  Ex- 
change. A  less  authorized  story  says  that  he  was  a 
careful  saver  of  small  sums,  —  "one  of  those  people 
who  would  borrow  a  pamphlet,  price  sixpence,  in- 
stead of  buying  it,"  notwithstanding  that  he  was  a 
rich  man.  We  also  know,  as  has  been  said,  that 
he  was  very  happy  in  orally  explaining  his  doctrines, 
and  they  are  by  no  means  easy  to  explain  in  that 
way.  He  must  have  been  most  industrious,  for  he 
died  at  fifty-two ;  and  either  the  thinking  which 
he  did  or  the  fortune  which  he  made  would  be  gen- 
erally esteemed,  even  by  laborious  men,  a  sufficient 
result  for  so  short  a  life. 
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The  sudden  death  of  Mr.  Mill  has  caused  a  deep 
feeling  in  all  the  intellectual  part  of  England.  Few 
living  philosophers  have  had  so  much  influence ; 
fewer  still  have  inspired  so  much  personal  respect  - 
we  might  say  so  much  personal  affection  —  among 
many  who  had  never  seen  and  who  were  never 
likely  to  see  him.  The  personal  attachment  of  the 
inner  circle  of  his  followers  was  far  greater,  f  To 
that  inner  circle  we  can  make  no  claim  to  belong  ; 
we  can  only  trace  slightly,  and  in  a  manner  which 
may  hot  satisfy  them,  a  rough  outline  of  what  seem 
to  us  the  peculiarities  of  his  mind  and  the  sources 
of  his  influence. 

To  treatises  such  as  Mr.  Mill's  "Logic"  and  his 
"Political  Economy,"  it  is  not  usually  easy  to  give 
important  praise  which  no  one  will  deny  :  the  sub- 
jects with  which  they  deal,  the  "  Logic  "  particularly, 
are  too  full  of  doubts  and  too  fertile  in  animosities. 
But  no  one,  we  think,  will  deny  that  hardly  ever, 
perhaps  never,  in  the  history  of  philosophy,  have 
two  books  so  finished  and  so  ample  been  written 
by  a  man  who  had  only  his  leisure  moments  to  give 
to  them,  and  who  had  a  day's  work  to  do  besides. 

*As  Bagehot  did  not  write  the  sketch  of  Mill  he  intended,  the  Econo- 
mist obituary  of  May  17,  1873,  is  inserted  here  to  round  out  his  plan  as  much  as 
possible.  It  is  certainly  no  more  meager  and  unsatisfactory  than  the 
sketch  of  Ricardo. — ED. 

t  "  I  know  no  person  whose  friendship  I  valued  more  than  that  of  Mill. 
I  greatly  respected  his  candor;  I  admired  his  translucent  utterances.  No 
man  ever  gave  a  clearer  conception  of  what  he  meant  at  the  moment.  He 
was  so  earnest  and  so  convinced,  so  gentle  and  so  modest,  that  for  a  time 
one  felt  sure  that  he  must,  be  right.  But  — "  etc. — Thorold  Rogers,  "His- 
tory of  Prices,"  Vol.  v..  Chap,  xxviii. 

(412) 


THE  LATE  MR.    MILL.  413 

The  quantity  of  writing  in  these  four  thick  volumes 
is  not  small :  but  many  men,  in  detached  essays  and 
on  varied  points,  equal  or  surpass  that  quantity,  — 
even  a  daily  occupation  in  laborious  business  is 
easily  compatible  with  much  desultory  labor.  But 
Mr.  Mill's  "  Logic  "  and  his  "Political  Economy"  are 
not  collections  of  desultory  remarks ;  they  are  orderly, 
systematic  works,  in  which  the  beginning  has  ref- 
erence to  the  end,  and  almost  every  part  has  some 
relation,  often  a  very  close  relation,  to  most  other 
parts.  To  compose  such  books  requires  an  incessant 
reminiscence  of  the  past  and  an  equally  incessant 
foresight  of  the  future ;  and  both  these,  more  almost 
than  anything  else,  strain  and  fatigue  the  brain. 
Only  men  with  their  whole  time  and  whole  strength 
can  usually  accomplish  such  tasks ;  but  Mr.  Mill 
wrote  both  these  books  when  a  laborious  man  of 
business,  who  had  daily  difficult  and  exhausting 
duties  to  perform  as  well.  Instead  of  wondering 
at  occasional  faults  in  such  books,  we  should  rather 
wonder  that  they  exist  at  all. 

The  great  merit  of  Mr.  Mill,  we  think,  was  the 
merit  of  intellectual  combination.  Many  philosophers 
—  several  contemporaries  even  —  were  much  more 
eminent  for  absolute  originality ;  but  no  one  comes 
near  Mr.  Mill  in  the  art  —  the  invaluable  art  when, 
as  now,  philosophy  is  at  once  rich  and  fragment- 
ary—of piecing  together,.  In  Mr.  Mill's  great  works, 
theories  are  placed  in  just  juxtaposition  which  were 
wide  apart  before,  and  thirteen  are  named  in  the 
same  sentence  where  one  would  have  hardly  compre- 
hended how  they  could  be  coupled  together.  Mr. 
Grote  thus  described  the  "Logic"  in  the  Westminster 
Review  —  the  other  day,  as  we  may  say  —  in  1866:  — 

' '  The  '  System  of  Logic '  appears  to  us  to  present  the  most 
important  advance  in  speculative  theory  which  the  present  century 
has  witnessed.  Either  half  of  it,  the  Ratiocinative  or  the  Inductive, 
would  have  surpassed  any  previous  work  on  the  same  subject.  The 
Inductive  half  discriminates  and  brings  into  clear  view,  for  the 
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first  time,  those  virtues  of  method  which  have  insensibly  grown 
into  habits  among  consummate  scientific  inquirers  of  the  post- 
Baconian  age,  as  well  as  the  fallacies  by  which  some  of  these 
authors  have  been  misled.  The  Ratiocinative  half,  dealing  with 
matters  which  had  already  been  well  handled  by  Dutrieu  and  other 
scholastic  logicians,  invests  their  dead  though  precise  formalism 
with  a  real  life  and  application  to  the  actual  process  of  finding  and 
proving  truth.  But  besides  thus  working  each  half  up  to  perfection, 
Mr.  Mill  has  performed  the  still  more  difficult  task  of  overcoming 
the  repugnance  —  apparently  an  inveterate  repugnance  —  between 
them,  so  as  chemically  to  combine  the  two  into  one  homogeneous 
compound  ;  thus  presenting  the  problem  of  Reasoned  Truth,  In- 
ference, Proof,  and  Disproof,  as  one  connected  whole.  For  our- 
selves, we  still  recollect  the  mist  which  was  cleared  from  our 
minds  when  we  first  read  the  '  System  of  Logic,'  very  soon  after 
it  was  published.  "We  were  familiar  with  the  Syllogistic  Logic  in 
Burgersdicius  and  Dutrieu ;  we  were  also  familiar  with  examples 
of  the  best  procedure  in  modern  inductive  science ;  but  the  two 
streams  flowed  altogether  apart  in  our  minds,  like  two  parallel 
lines  never  joining  nor  approaching.  The  irreconcilability  of  the 
two  was  at  once  removed,  when  we  had  read  and  mastered  the 
second  and  third  chapters  of  the  Second  Book  of  the  '  System  of 
Logic ' ;  in  which  Mr.  Mill  explains  the  functions  and  value  of  the 
syllogism,  and  the  real  import  of  its  major  premiss."* 

We  do  not  altogether  agree  with  Mr.  Grote  in  his 
estimate  of  this  particular  doctrine,  and  on  this  par- 
ticular instance  we  should  have  much  to  say  if 
this  were  the  place  to  say  it.  But  the  general  de- 
scription of  the  "Logic"  which  Mr.  Grote  gives  is 
true  and  admirable :  for  the  first  time,  an  attempt 
was  made  to  consider  together  the  modern  methods 
of  scientific  inference,  and  (as  Sir  John  Herschel 
describes)  the  ancient  methods  of  scholastic  inference 
as  mediaeval  writers  set  them  forth.  The  two  were 
never  set  so  completely  side  by  side  before,  or  so 
fully  made  to  illustrate  one  another. 

Such  a  book,  it  will  at  once  be  seen,  requires  a 
most  delicate  art  of  exposition ;  for  these  compari- 
sons, the  style  of  a  writer  must  describe  not  only 
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"meanings"  but  shades  of  meaning,  —  not  large 
ideas  in  the  rough,  but  nice  ideas  with  nice  finish  : 
and  for  this  Mr.  Mill  was  well  fitted  both  by  genius 
and  by  culture.  He  inherited  a  philosophical  acumen 
from  his  father  (and,  we  suspect,  from  a  long  line 
of  Scotch  and  argumentative  ancestors),  and  an 
education  in  France  had  given  him  the  French  gift 
of  precise  and  graceful  explanation.  That  he  also 
caught  a  little,  though  only  a  little,  of  the  tendency 
to  diffuseness  of  modern  French  philosophers  must, 
we  admit,  be  acknowledged ;  but  he  also  gained  the 
literary  talents  most  useful  to  a  comprehensive  phi- 
losopher,—  their  extreme  clearness  and  their  wonder- 
ful readability. 

In  political  economy  there  was  an  eminent  field 
for  Mr.  Mill's  peculiar  powers  of  comparison.  There 
is  little  which  is  absolutely  original  in  his  great 
work  ;  and  much  of  that  little  is  not,  we  think,  of 
the  highest  value.  The  subject  had  been  discussed 
in  detail  by  several  minds  of  great  acuteness  and 
originality  :  but  no  writer  before  Mr.  Mill  had  ever 
surveyed  it  as  a  whole  with  anything  like  equal 
ability ;  no  one  had  shown  with  the  same  fullness 
the  relation  which  the  different  parts  of  the  science 
bore  to  each  other ;  still  less  had  any  one  so  well 
explained  the  relation  of  this  science  to  other  sci- 
ences, and  to  knowledge  in  general.  Since  Mr.  Mill 
wrote,  there  is  no  excuse  for  a  political  economist 
if  his  teaching  is  narrow-minded  or  pedantic  ;  though 
perhaps,  from  the  isolated  state  of  the  science,  there 
may  have  been  some  before. 

Mr.  Mill  had  another  power  which  was  almost 
of  as  much  use  to  him  for  his  special  occupations 
as  his  power  of  writing :  he  was  a  most  acute  and 
discerning  reader.  The  world  hardly  gave  him 
credit  for  this  gift  before  the  publication  of  his  book 
on  Sir  William  Hamilton ;  but  those  who  have  read 
that  book  will  understand  what  Mr.  Grote  means 
when,  in  the  essay  we  quoted  before,  he  speaks  of 
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Mr.  Mill's  "  unrivaled  microscope  which  detects  the 
minutest  breach  or  incoherence  in  the  tissue  of 
reasoning."  And  he  used  this  great  faculty  both 
goodnaturedly  and  conscientiously :  he  never  gave 
heedless  pain  to  any  writer,  and  never  distorted 
any  one's  meaning. 

In  fact,  and  partly  for  the  reasons  we  have  stated, 
Mr.  Mill's  two  great  treatises  have  had  a  unique 
and  immense  influence.  In  political  economy  the 
writer  of  these  lines  has  long  been  in  the  habit  of 
calling  himself  the  last  man  of  the  ante-Mill  period. 
He  was  just  old  enough  to  have  acquired  a  certain 
knowledge  of  Ricardo  and  the  other  principal  writers 
on  political  economy  before  Mr.  Mill's  work  was 
published ;  and  the  effect  of  it  has  certainly  been 
most  remarkable.  All  students  since  begin  with  Mill, 
and  go  back  to  all  previous  writers  fresh  from  the 
study  of  him  :  they  see  the  whole  subject  with  Mr. 
Mill's  eyes ;  they  see  in  Ricardo  and  Adam  Smith 
what  he  told  them  to  see,  and  it  is  not  easy  to  induce 
them  to  see  anything  else.  Whether  it  has  been 
altogether  good  for  political  economy  that  a  single 
writer  should  have  so  monarchical  an  influence,  may 
be  argued ;  but  no  testimony  can  be  greater  to  the 
ability  of  that  writer  and  his  pre-eminence  over  his 
contemporaries.  In  a  wider  field  the  effect  of  the 
"Logic"  has  been  enormous, — half  the  minds  of  the 
younger  generation  of  Englishmen  have  been  greatly 
colored  by  it,  and  would  have,  been  sensibly  different 
if  they  had  not  been  influenced  by  it ;  and  there  is 
no  other  book  of  English  philosophy  of  which  the 
same  can  be  said,  even  with  a  pretext  of  truth. 

A  complete  estimate  of  Mr.  Mill  would  include 
an  account  of  his  career  in  Parliament,  and  also  an 
account  of  some  peculiarities  of  his  mind  which 
gave  him,  considering  the  dry  nature  of  most  of 
his  pursuits  and  studies,  a  most  singular  influence. 
To  very  many  younger  minds  he  was  not  so  much 
a  political  economist  as  a  prophet,  not  so  much  a 
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logician  as  a  seer.  He  had,  besides  his  rare  power  of 
arguing  and  analyzing,  an  equally  rare  kind  of  con- 
tagious enthusiasm,  which  influenced  a  multitude  of 
minds  and  made  them  believe  as  he  did.  But  an 
estimate  of  these  peculiarities  would  be  little  suited 
to  these  pages ;  nor  should  we  at  this  moment  like 
to  say  much  which,  in  our  judgment,  it  would  be 
necessary  to  say  in  order  to  make  this  estimate  just. 
We  have  preferred  to  say  that  which  is  plainly  true, 
and  which  could  give  no  pain  to  any  one. 


VOL.  V.- 27 


THE  GEOWTH  OF  CAPITAL. 

THE  conclusions  that  English  political  economy  is  an 
analysis  only  of  industrial  societies  which  are  to  a 
certain  extent  developed,  will  be  strengthened  by  a 
consideration  of  the  doctrines  which  that  political 
economy  teaches  us  as  to  one  of  the  principal  parts 
of  the  subject, —  the  theory  of  the  growth  of  capital. 
Our  political  economy  does  not  recognize  that  there 
is  a  vital  distinction  between  the  main  mode  in 
which  capital  grows  in  such  countries  as  England 
now,  and  the  mode  in  which  it  grew  in  all  countries 
at  first. 

The  principal  way  in  which  capital  increases  in 
England  now  is,  by  abstinence  from  enjoyment.  We 
receive  our  incomes  in  money,  and  either  we  spend 
them  on  our  enjoyments,  —  in  which  case  capital  is 
not  increased,  for  our  incomes  are  all  gone  and  no 
new  productive  thing  is  made  ;  or  we  abstain  from 
enjoyment  and  put  our  money  into  trade  ourselves, 
supposing  that  we  are  in  tradey  and  supposing  that 
we  are  not  in  trade,  lend  it  to  those  who  are.  The 
productive  part  of  wealth  —  the  weafth  which  creates 
other  wealth  —  is  augmented  mainly  by  our  not  en- 
joying our  incomes. 

But  there  is  another  mode  of  augmenting  capi- 
tal, of  which  Defoe  gives  us  perhaps  a  more  vivid 
notion  than  we  can  get  elsewhere. 

44 1  cannot  say,"  says  Robinson  Crusoe,  "that  after  this,  for 
five  years,  any  extraordinary  thing  happened  to  me ;  but  I  lived  on 
in  the  same  course,  in  the  same  posture  and  place,  just  as  before. 
The  chief  things  I  was  employed  in,  besides  my  yearly  labor  of 
planting  my  barley  and  rice,  and  curing  my  raisins,  of  both  which 
I  always  kept  up  just  enough  to  have  sufficient  stock  of  one  year's 
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provision  beforehand,  —  I  say,  besides  this  yearly  labor,  and  my 
daily  pursuit  of  going  out  with  ray  gun,  I  had  one  labor,  to  make 
me  a  canoe,  which  at  last  I  finished  ;  so  that  by  digging  a  canal  to  it 
of  six  feet  wide  and  four  feet  deep,  I  brought  it  into  the  creek, 
almost  half  a  mile.  As  for  the  first,  which  was  so  vastly  big,  as  I 
made  it  without  considering  beforehand,  as  I  ought  to  do,  how  I 
should  be  able  to  launch  it ;  so  never  being  able  to  bring  it  into 
the  water,  or  bring  the  water  to  it,  I  was  obliged  to  let  it  lie  where 
it  was,  as  a  memorandum  to  teach  me  to  be  wiser  the  next  time. 
Indeed,  the  next  time,  though  I  could  not  get  a  tree  proper  for 
it,  and  was  in  a  place  where  I  could  not  get  the  water  to  it  at 
any  less  distance  than,  as  I  have  said,  near  half  a  mile,  yet  as 
I  saw  it  was  practicable  at  last,  I  never  gave  it  over  ;  and  though 
I  was  near  two  years  about  it,  yet  I  never  grudged  my  labor,  in 
hopes  of  having  a  boat  to  go  off  to  sea  at  last."* 

But  in  this  case  there  was  evidently  no  abstinence 
from  enjoyment.  Robinson  Crusoe  had  only  the  bare 
means  of  subsistence, —  he  had  no  pleasant  things  to 
give  up ;  but  he  employed  his  time  and  labor  in 
making  a  vessel,  —  a  piece  of  capital  if  ever  there 
was  one. 

Just  similar  is  the  practice  of  primitive  societies. 
When  a  savage  in  the  Stone  Age  made  a  flint 
implement,  he  relinquished  no  satisfaction  ;  having 
nothing  else  to  do,  he  made  a  tool,  which  has  been 
the  beginning  of  all  other  tools. 

"Mankind,"  says  a  recent  writer,!  "  may  have  discovered  how 
to  manufacture  earthen  vessels  in  various  ways.  Sir  John  Lubbock 
points  out  that  Captain  Cook  saw  stones  surrounded  with  a  rim 
of  clay  in  use  among  the  Aleutians  on  Unalashka ;  but  this  might 
be  an  imitation  of  European  vessels  with  which  the  islanders  had 
already  become  acquainted  through  Russian  sailors.  The  practice 
of  the  Australians  on  the  Lower  Murray  River,  of  puddling  holes 
in  the  earth  with  clay  and  cooking  food  in  them,  might  perhaps 
have  led  an  inventive  mind  to  the  manufacture  of  earthen  vessels. 
But  the  process  is  better  explained  by  the  account  of  the  French 
sailor  Gonneville,  who  in  1504  landed  on  a  South  Atlantic  coast, 
probably  in  Brazil.  J  He  describes  certain  wooden  vessels  in  use 


*  Section  xv. 

t  Oscar  Peschel's  "Races  of  Man  and  their  Geographical  Distribution," 
page  168. 

I  Pierre  Margry,  "  Les  Navigations  Fraucaises,"  1867. 
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among  the  natives  (in  whom  D'Avezac  fancies  that  he  recognizes 
Brazilian  Carijo)  enveloped  in  a  coating  of  clay  as  a  protection 
from  the  fire  ;  *  if  by  chance  the  wooden  bowl  separated  itself 
from  the  covering  of  clay,  an  earthen  vessel  would  remain.  In  ex- 
amining the  site  of  an  old  pottery  manufactory  of  the  red  Indians 
on  the  Cahokia,  which  falls  into  the  Mississippi  below  St.  Louis, 
Carl  Rau  discovered  half-finished  vessels, —  that  is  to  say,  baskets 
of  rushes  or  willow,  lined  inside  with  clay." 

These  primitive  potters  had  no  luxuries  to  forego, 
and  had  no  "income"  to  spend  on  luxuries;  they 
simply  had  spare  time  and  unused  handiness,  and 
with  this  they  made  the  first  pots,  which  were  the 
beginning  of  all  pots, —  the  ancestors  first  of  the  tea- 
kettle and  then  of  the  condensing  engine. 

In  the  same  way  there  was  no  sacrifice  of  pleasure 
in  the  greatest  source  of  early  capital,  the  taming 
of  animals  ;  on  the  contrary,  according  to  the  most 
probable  theory,  there  was  a  new  pleasure  in  tam- 
ing them  which  did  not  require  the  surrender  of  any 
old  pleasure.  Mr.  Galton  has  shown  that  in  all 
probability  the  taming  of  animals  began  not  in  the 
restraining  of  any  impulses,  but  in  the  indulgence  of 
some  very  simple  ones. 

"The  domestication  of  animals,"  he  tells  us,  "is  one  of  the  few 
relics  of  the  past  whence  we  may  reasonably  speculate  on  man's 
social  condition  in  very  ancient  times.  We  know  that  the  domesti- 
cation of  every  important  member  of  our  existing  stock  originated 
in  prehistoric  ages,  and  therefore  that  our  remote  ancestors  accom- 
plished in  a  variety  of  cases  what  we  have  been  unable  to  effect 
in  any  single  instance. 

"The  object  of  my  paper  is,  to  discuss  the  character  of  ancient 
civilization,  as  indicated  by  so  great  an  achievement.  Was  there  a 
golden  age  of  advanced  enlightenment  ?  Have  extraordinary  gen- 
iuses arisen  who  severally  taught  their  contemporaries  to  tame  and 
domesticate  the  dog,  the  ox,  the  sheep,  the  hog,  the  fowl,  the  camel, 
the  llama,  the  reindeer,  and  the  rest?  Or  again,  is  it  possible  that 
the  ordinary  habits  of  rude  races,  combined  with  the  qualities  of 
the  animals  in  question,  have  sufficed  to  originate  every  instance 
of  established  domestication? 


*  D'Avezac,  "  Voyage  du  Capitaiue  Gonneville,"  1S69. 
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' '  The  conclusion  to  which  I  have  arrived  is  entirely  in  favor  of 
the  last  hypothesis.  My  arguments  are  contained  in  the  following 
paper ;  but  I  will  commence  by  stating  their  drift,  lest  the  details  I 
introduce  should  seem  trifling  or  inconsequent.  It  will  be  this  :  — 
All  savages  maintain  pet  animals,  many  tribes  have  sacred  ones, 
and  kings  of  ancient  states  have  imported  captive  animals,  on  a 
vast  scale,  from  their  barbarian  neighbors.  I  infer  that  every  ani- 
mal of  any  pretensions  has  been  tamed  over  and  over  again,  and 
has  had  numerous  opportunities  of  becoming  domesticated ;  but  the 
cases  are  rare  in  which  these  opportunities  can  lead  to  any  result. 
No  animal  is  fitted  for  domestication  unless  it  fulfills  certain  strin- 
gent conditions,  which  I  will  endeavor  to  state  and  to  discuss.  My 
conclusion  is,  that  all  domesticable  animals  of  any  note  have  long 
ago  fallen  under  the  yoke  of  man  ;  in  short,  that  the  animal  crea- 
tion has  been  pretty  thoroughly  though  half-unconsciously  explored 
by  the  every-day  habits  of  rude  races  and  simple  civilizations." 

And  after  enumerating  the  qualities  which  a 
tamable  animal  must  possess,  —  which  are  hardiness, 
fondness  for  man  (which  some  animals  now  used 
have,  while  others  have  not),  desire  of  comfort,  easi- 
ness to  tend,  willingness  to  breed,  and  usefulness  to 
the  human  race,  —  he  adds  :  — 

"The  utility  of  the  animals  as  a  store  of  future  food  is  un- 
doubtedly the  most  durable  reason  for  maintaining  them ;  but  I 
think  it  was  probably  not  so  early  a  motive  as  the  chief's  pleas- 
ure in  possessing  them.  That  was  the  feeling  under  which  the 
menageries  described  above  were  established.  Whatever  the  despot 
of  savage  tribes  is  pleased  with  becomes  invested  with  a  sort  of 
sacredness ;  his  tame  animals  would  be  the  care  of  all  his  people, 
who  would  become  skillful  herdsmen  under  the  pressure  of  fear,  — 
it  would  be  as  much  as  their  lives  were  worth  if  one  of  the 
creatures  were  injured  through  their  neglect.  I  believe  that  the 
keeping  of  a  herd  of  beasts,  with  xthe  sole  motive  of  using  them 
as  a  reserve  for  food  or  as  a  means  of  barter,  is  a  late  idea  in 
the  history  of  civilization.  It  has  now  become  established  among 
the  pastoral  races  of  South  Africa,  owing  to  the  traffickings  of  the 
cattle  traders  ;  but  it  was  by  no  means  prevalent  in  Damara  Land 
when  I  traveled  there  twelve  years  ago.  I  then  was  surprised  to 
observe  the  considerations  that  induced  the  chiefs  to  take  pleasure 
in  their  vast  herds  of  cattle  :  they  were  valued  for  their  stateliness 
and  color  far  more  than  for  their  beef ;  they  were  as  the  deer 


"Domestication  of  Animals,"  Tr.  Lond.  Etn.  Soc.,  Vol.  iii.,  N.  S.,  1865. 
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of  an  English  squire,  or  as  the  stud  of  a  man  who  has  many  more 
horses  than  he  can  ride.  An  ox  was  almost  a  sacred  beast  in 
Damara  Land,  not  to  be  killed  except  on  momentous  occasions, 
and  then  as  a  sort  of  sacrificial  feast,  in  which  all  bystanders 
shared.  The  payment  of  two  oxen  was  hush-money  for  the  life  of 
a  man.  I  was  considerably  embarrassed  by  finding  that  I  had  the 
greatest  trouble  in  buying  oxen  for  my  own  use,  with  the  ordi- 
nary articles  of  barter :  the  possessors  would  hardly  part  with 
them  for  any  remuneration  ;  they  would  never  sell  their  handsomest 
beasts."  And  he  concludes:  —  "I  see  no  reason  to  suppose  that 
the  first  domestication  of  any  animal,  except  the  elephant,  implies 
a  high  civilization  among  the  people  who  established  it.  I  cannot 
believe  it  to  have  been  the  result  of  a  preconceived  intention, 
followed  by  elaborate  trials,  to  administer  to  the  comfort  of  man. 
Neither  can  I  think  it  arose  from  one  successful  effort  made  by  an 
individual,  who  might  thereby  justly  claim  the  title  of  benefactor 
to  his  race  ;  but  on  the  contrary,  that  a  vast  number  of  half- 
unconscious  attempts  have  been  made  throughout  the  course  of 
ages,  and  that  ultimately,  by  slow  degrees,  after  many  relapses, 
and  continued  selection,  our  several  domestic  breeds  became  firmly 
established."* 

This  theory  is  one  of  the  most  valuable  fruits  of 
that  contact  of  the  most  cultivated  living  minds 
with  the  least  so  —  of  men  of  science  with  savages — 
which  is  characteristic  of  this  generation  ;  and  though 
its  details  may  be  modified,  its  essence  seems  certain,, 
and  it  shows  that  this  great  form  of  early  capital  — 
the  live  form  —  did  not  begin  with  abstinence  at  all. 

Even  in  such  times  as  are  described  in  the  Book 
of  Genesis, —  the  specially  pastoral  times, —  abstinence 
was  not  the  main  source  of  capital.  When  we  are 
told  that  the  flocks  and  herds  of  certain  patriarchs 
"grew  and  multiplied"  exceedingly,  those  patriarchs 
were  sacrificing  nothing.  They  had  enough  to  eat 
and  to  drink,  the  women  of  their  household  made 
their  clothes;  they  had  few  other  conscious  wants, 
and  still  fewer  means  of  supplying  those  which  they 
had.  The  vast  increase  of  animal  power  which  helped 
on  after-wealth  so  much  had  probably  its  origin  in 


*  "Inquiries  into  Human  Faculty,"  section  ''Domestication  of  Animals,"' 
slightly  rewritten  from  Tr.  Eth.  Soc.  before  quoted. 
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the  pride  of  the  eye,  in  the  love  of  the  spectacle 
of  wealth,  as  much  as  in  anything.  Abraham  and 
Jacob  were  pleased  to  see  "  their  cattle  wax  great 
and  cover  the  whole  land,"  and  therefore  they  let 
them  cover  it;  there  was  no  luxury  to  them  equal 
to  this, —  there  was  not  even  a  competing  one. 

Another  analogous  source  of  capital  in  early  times 
was  making  slaves  and  breeding  slaves ;  yet  neither 
in  the  capture  nor  in  the  breeding  was  there  any 
kind  of  relinquishment  of  enjoyment.  The  slaves 
were  gained  in  the  fortune  of  war ;  and  if  A  had 
nt)t  enslaved  B,  B  would  have  enslaved  A.  The  joy 
of  the  combat  was  perhaps  the  greatest  known  in 
those  times ;  and  even  in  the  cruelest  times,  it  was 
probably  pleasanter  to  spare  the  life  of  the  captive 
than  to  take  it. 

A  similar  source  is  marriage  ;  which  indeed  is  all 
but  the  same,  for  even  the  highest  wives  of  primitive 
ages  worked  in  the  house  much  like  slaves,  and 
the  concubines  —  who  really  were  slaves  —  were  but 
faintly  divided  from  these  wives.  But  it  would  be 
absurd  to  call  keeping  a  harem  a  kind  of  abstinence, 
though  harems  were  a  great  form  of  capital,  and 
tthe  members  of  them  made  a  great  deal  of  wealth. 

The  reason  why  we  now  so  closely  connect 
"abstinence"  with  capital  is,  that  the  final  product 
of  our  industry  is  almost  always  received  in  what 
I  may  call  an  "optional"  medium.  Almost  all  our 
wealth  is  created  to  be  exchanged,  and  that  exchange 
is  effected  by  means  of  money  ;  we  can  either  use 
that  money  to  buy  perishable  things  which  produce 
nothing,  or  we  can  "invest"  it,  as  we  say,  in  some 
producing  business,  or  lend  it  to  some  one  —  generally 
to  some  one  engaged  in  production  —  who  will  pay 
an  interest  upon  it.  But  in  a  state  of  society  where 
things  are  not  created  to  be  exchanged,  "abstinence" 
plays  no  such  constant  part.  Men  must,  it  is  true, 
abstain  from  eating  the  food  which  is  necessary  for 
their  subsistence  hereafter,  and  the  food  so  obtained 
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is  certainly  "capital"  obtained  by  abstinence;  but 
most  permanent  things  which  are  made  are  like  the 
"flint  implement"  and  the  primitive  clay  vessel, — 
things  which  contribute  to  daily  comfort  because 
they  are  in  daily  use.  The  industry  which  created 
them  never  assumed  an  optional  form  ;  it  was  from 
the  beginning  fixed  in  the  particular  form  in  which 
it  was  created  :  neither  can  be  sold  or  exchanged, 
for  we  are  supposing  a  state  of  society  in  which 
there  is  no  exchange  or  sale. 

A  primitive  patriarchal  society  is  in  fact  very 
like  this.  Either  exchange  or  sale  was  a  very  rare 
act  in  the  lives  of  such  persons  as  Lot  or  Abraham  : 
they  rarely  saw  any  one  to  exchange  with.  They 
rarely  went  down  into  Egypt  to  buy  anything  ;  they 
rarely  saw  any  sort  of  traveling  merchant  to  whom 
they  could  sell  anything.  The  life  of  such  persons 
is  a  life  of  production  not  for  sale  but  for  use,  as 
far  as  it  is  a  life  of  production  at  all. 

Hire  is  a  still  rarer  phenomenon  at  such  a  period. 
Hire  as  a  rule  involves  proximity  of  residence,  so 
that  the  lender  may  be  sure  the  hirer  will  return 
his  article  ;  if  the  borrower  goes  off  to  an  unknown 
distance,  no  one  can  be  sure  that  he  will  do  so.  Nor 
for  the  most  part  is  trust,  which  is  essential  in  a 
loan,  developed  in  societies  till  men  have  long  lived 
near  together,  till  they  have  learnt  to  know  one 
another,  and  till  they  have  created  some  sort  of  law 
or  formed  some  effectual  custom  which  partly  pun- 
ishes and  partly  prevents  bad  faith.  The  diffused 
habit  of  lending  things,  which  is  the  basis  of  so 
much  of  modern  industry,  is  in  truth  a  habit  hard 
to  diffuse,  and  one  which  the  earliest  men  could  not 
learn. 

Nor  even  when  the  hire  of  capital  does  begin  to 
be  an  important  part  of  industrial  organization,  is 
there  necessarily  any  abstinence  from  enjoyment  in 
the  possessor.  Sir  Henry  Maine  describes,  in  his 
"Early  History  of  Institutions,"  a  condition  of  Irish 
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society  which  was  based  on  the  loan  of  "cattle," — 
the  main  capital  then  existing,  —  in  which  there  was 
no  abstinence  in  the  lender  at  all. 

"Every  considerable  tribe,"  he  tells  us,  "and  almost  every 
smaller  body  of  men  contained  in  it,  is  under  a  Chief,  whether  he 
be  one  of  the  many  tribal  rulers  whom  the  Irish  records  call 
Kings,  or  whether  he  be  one  of  those  heads  of  joint  families 
whom  the  Anglo-Irish  lawyers  at  a  later  date  called  the  Capita 
Cognationum.  But  he  is  not  owner  of  the  tribal  land.  His  own 
land  he  may  have,  consisting  of  private  estate  or  of  official  domain, 
or  of  both ;  and  over  the  general  tribal  land  he  has  a  general 
administrative  authority,  which  is  ever  growing  greater  over  that 
portion  of  it  which  is  unappropriated  waste.  He  is  meanwhile  the 
military  leader  of  his  tribesmen,  and,  probably  in  that  capacity, 
he  has  acquired  great  wealth  in  cattle.  It  has  somehow  become  of 
great  importance  to  him  to  place  out  portions  of  his  herds  among 
the  tribesmen,  and  they  on  their  part  occasionally  find  themselves, 
through  stress  of  circumstance,  in  pressing  need  of  cattle  for  em- 
ployment in  tillage.  Thus  the  Chiefs  appear  in  the  Brehon  law  as 
perpetually  '  giving  stock,'  and  the  tribesmen  as  receiving  it.  The 
remarkable  thing  is,  that  out  of  this  practice  grew  not  only  the 
familiar  incidents  of  ownership,  such  as  the  right  to  rent  and  the 
liability  to  pay  it,  together  with  some  other  incidents  less  pleasantly 
familiar  to  the  student  of  Irish  history,  but,  above  and  besides 
these,  nearly  all  the  well-known  incidents  of  feudal  tenure :  it  is 
by  taking  stock  that  the  free  Irish  tribesman  becomes  the  Ceile 
or  Kyle  —  the  vassal  or  man  —  of  his  Chief,  owing  him  not  only 
rent  but  service  and  homage."  * 

Upon  the  very  surface  of  this  description,  it  is  pal- 
pable that  the  chieftain  gave  up  no  enjoyment  when 
he  hired  out  these  cattle ;  he  doubtless  kept  quite 
enough  fully  to  feed  himself  with  all  his  people, 
and  after  that  he  wanted  no  more.  The  power  and 
place  he  gained  by  this  quasi  feudal  use  of  them 
were  the  keenest  kinds  of  pleasure  then  possible  to 
him. 

"Cattle"  fill  so  subordinate  a  place  in  English 
industry  that  many  English  writers  evidently  never 
think  of  them  when  they  speak  of  "capital";  they 

*  Lecture  vi. 
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have  in  their  minds  the  machines  which  they  see, 
and  they  forget  that  once  men  bred  capital  more 
than  they  made  it:  yet  not  only  are  " cattle"  and 
"capital,"  of  course,  etymologically  the  same  word, 
but  cattle  fill  a  very  curious  place  in  the  history  of 
the  subject. 

First.  They  are  a  kind  of  capital  at  once  co-oper- 
ative and  remunerative  :  they  can  be  used  either  to 
aid  labor  or  to  reward  it ;  they  are  both  helps  to 
industry  and  means  of  pleasure.  Their  vital  force  is 
the  best  of  early  machines,  and  their  milk  and  their 
flesh  are  the  greatest  of  primitive  luxuries.  There 
is  scarcely  anything  which  primitive  laborers  more 
desire,  and  scarcely  anything  which  helps  them  so 
much.  And  it  is  very  curious  that  the  sort  of  capital 
which  first  bore  the  name,  and  etymologically  is  the 
beginning  of  all  the  rest,  should  be  a  link  between, 
and  combine,  the  nature  of  two  things  now  so  dis- 
similar that  at  first  it  hardly  seems  right  that  they 
should  have  the  same  name,  —  the  bread  which  the 
laborer  eats  and  for  which  he  works,  and  the  spindle 
or  the  loom  with  which  he  works. 

Secondly.  Cattle  unquestionably,  on  account  of 
this  double  desirability,  are  among  the  earliest  forms 
of  money ;  probably  the  very  earliest  in  which 
"large  transactions,"  as  we  should  now  speak, 
were  settled.  It  was  the  first  or  among  the  first  of 
"wholesale"  moneys. 

In  this  way,  though  English  political  economy 
often  neglects  the  use  of  cattle  as  capital,  and  though 
some  of  its  doctrines  are  inapplicable  to  "  cattle " 
in  the  primitive  condition  of  industry,  cattle  have 
nevertheless  been  a  main  agent  in  creating  the 
developed  state  of  industry  in  which  English  polit- 
ical economy  was  thought  out,  and  to  which  alone 
it  is  entirely  applicable.  Cattle  rendered  possible 
primitive  agriculture,  which  first  kept  men  close  to- 
gether, and  so  made  the  division  of  labor  possible ; 
were  the  beginning  of  "wages-paying  capital,"  which 
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that  "division"  first  requires  and  then  extends; 
were  among  the  first  things  hired,  and  the  first 
money.  We  should  be  careful  to  watch  in  this  single 
article  the  transitions  of  industry  ;  for  the  so  doing 
may  save  us  from  the  greatest  of  all  mistakes,  —  that 
of  riveting  as  a  universal  form  upon  all  societies, 
axioms  only  fitting  societies  like  our  own. 

These  illustrations  might  be  multiplied  almost 
endlessly ;  but  what  have  been  given  are  enough 
to  prove  that  capital  is  created  by  any  series  of  acts 
by  which  men  make  or  bring  into  existence  useful 
things,  and  that  only  some  of  these  acts  are  accom- 
panied by  abstinence,  while  others  are  not. 

Thirdly.  Neither  is  the  loan  of  capital  always 
accompanied  by  abstinence  :  it  may  or  may  not  be 
according  to  circumstances. 


If,  to  simplify  the  matter,  we  look  at  the  state  of 
things  which  is  going  on  around  us,  we  see  that 
capital  augments  in  this  way.  People's  incomes  are 
paid  in  money  :  out  of  that  money  some  is  spent  on 
necessary  subsistence,  some  on  temporary  enjoyment, 
and  some  on  durable  means  of  comfort ;  the  rest  is 
left  in  "money,"  and  this  we  call  the  saving,  the 
new  "capital."  The  amount  of  it  depends  on  three 
elements :  first  and  evidently,  on  the  amount  of 
the  income  out  of  which  the  saving  is  to  be  made  ; 
secondly,  on  the  degree  in  which  future  wants  pre- 
ponderate over  present  ones  ;  and  lastly,  on  the  effi- 
ciency of  saving,  the  success  it  obtains. 

The  first  and  greatest  future  want  is  what  I  may 
call  the  "old-stocking"  one;  that  is,  the  craving  to 
have  some  stock  of  money  laid  against  the  unknown 
future.  The  strength  of  this  craving  differs  much  in 
various  races  of  men  ;  and  as  a  rule,  the  strong  races 
used  to  prosperity  have  much  less  of  it  than  the 
weak  ones  familiar  with  adversity.  You  will  find 
much  more  laid  up  in  the  cabin  of  an  Irish  peasant 
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than  in  the  cottage  of  an  English  artisan,  though 
the  latter  has  five  times  the  greater  means  :  and  this 
is  natural,  because  the  English  artisan  believes,  and 
probably  believes  with  truth,  that  he  is  sure  to  be 
able  to  earn  money  ;  whereas  the  Irishman's  notions 
are  based  on  a  world  w.here  it  has  often  been  impos- 
sible to  earn  a  farthing,  and  in  which  those  ready  to 
live  even  on  potatoes  could  not  get  potatoes  to  live 
on.  Even  in  higher  life,  very  considerable  sums  for 
their  circumstances  are  often  saved  by  timid,  weak 
people.  I  know  a  case  in  which  a  sum  of  (I  think) 
£120  was  made  up  for  a  gentleman  who  had  become 
incapacitated  ;  he  enjoyed  it  a  few  years,  and  when 
he  died,  from  £700  to  £800  was  found  in  his  room  : 
he  always  feared  that  his  income  or  a  part  of  it 
might  cease,  and  wanted  to  be  able  to  live  if  it  did. 
Against  all  contingent  evils  this  "stocking"  fund 
is  a  resource  ;  and  against  old  age,  the  most  likely 
of  those  evils.  The  next  greatest  —  or  probably  an 
equally  great  —  future  want  is  the  desire  to  provide 
for  the  next  generation  :  people  insure  their  lives 
who  save  in  no  other  way ;  there  is  probably  no 
greater  anxiety  in  the  world  than  the  wish  of  parents 
to  start  children  in  the  same  level  of  life  in  which 
they  started  themselves,  and  few  greater  ambitions 
than  to  start  them  on  a  higher  level.  Lastly,  there 
is  the  desire  to  be  rich,  especially  in  countries  where 
wealth  makes  the  man,  where  it  not  only  buys  com- 
modities but  where  without  it  some  of  the  best  un- 
bought  things  —  respect  and  deference  —  are  not  easy 
to  be  had.  I  need  not  enumerate  the  present  wants 
which  come  into  collision  with  these,  nor  go  into  any 
detail  as  to  them. 

But  we  must  observe  what  is  incessantly  forgotten, 
that  it  is  not  a  Spartan  and  ascetic  state  of  society 
which  most  generates  saving.  On  the  contrary,  if  a 
whole  society  has  few  wants  there  is  little  motive  for 
saving ;  the  reserve,  the  old-stocking  store  of  those 
who  want  little,  need  only  be  small.  Those  who 
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want  to  start  their  children  with  little  need  save 
little:  those  who  reckon  £100  a  year  "riches"  need 
not  and  will  not  deprive  themselves  of  anything 
to  obtain  more  ;  a  state  of  society  which  encourages 
that  feeling  is  not  likely  to  be  rich.  Nothing  is 
commoner  than  to  read  homilies  on  luxury,  because 
it  is  a  "waste  of  money/'  and  "bad  for  the  poor"; 
but  without  the  multifarious  accumulation  of  wants 
which  are  called  "  luxury,"  there  would  in  such  a 
state  of  society  be  far  less  saving  than  there  is. 
If  you  look  at  the  West  End  of  London,  with  its 
myriad  comforts  and  splendors,  it  looks  at  first  sight 
like  a  mere  apparatus  for  present  enjoyment ;  and 
so  far  as  the  present  feelings  of  those  who  live 
there  go,  it  often  is, — very  many  of  the  inhabitants 
are  thinking  only  of  themselves  :  but  there  is  no 
greater  benefit  to  the  community,  for  all  that,  than 
this  seemingly  thoughtless  enjoyment.  It  is  the  bait 
by  which  the  fish  is  caught;  it  is  the  attraction 
by  which  capital  is  caught.  To  lead  a  bright  life 
like  that,  at  least  that  their  children  may  lead  it 
or  something  like  it,  many  times  as  many  as  those 
who  now  live  it,  spare  and  save ;  and  if  it  be  good 
for  the  poor  that  capital  should  be  saved,  then  the 
momentary  luxury  which  causes  that  saving  is  good 
for  the  poor.  The  analogy  of  animal  life  is  reversed, 
for  it  is  the  butterfly  which  begins  as  the  grub. 

On  the  other  side  we  must  remember — what  in 
books  of  political  economy  is  sometimes  forgotten  — 
that  saving  is  not  necessarily  good :  the  capital  may 
come  too  dear.  A  clergyman  who  gives  his  children 
a  good  education  does  more  really  to  increase  wealth, 
not  to  say  anything  of  anything  else,  than  if  he 
saved  the  money.  The  engineer,  the  lawyer,  the  phy- 
sician, are  in  their  various  ways  productive  people ; 
and  the  nation  would  have  been  poorer,  not  richer, 
if  their  father  had  kept  the  money  which  educated 
them,  in  order  to  leave  them  at  his  death  so  much 
more.  The  same  may  not  be  so  conspicuously  true 
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of  the  daughters,  but  it  is  as  much  so  really :  a 
good  mother  of  a  family  causes  more  wealth  than 
half  the  men,  for  she  trains  from  the  beginning  boys 
to  be  fit  for  the  world,  and  to  make  wealth ;  and  if 
she  fails  at  that  beginning,  the  boys  will  be  worse 
gold-finders  all  their  lives. 

It  must  be  observed,  too,  that  there  is  an  intel- 
lectual element  in  the  matter:  besides  the  two  kinds 
of  wants,  future  and  present,  there  is  the  faculty  of 
making  the  comparison;  and  the  habits  of  some 
people's  lives  fit  them  much  more  for  this  than 
those  of  others.  An  actor,  who  is  concerned  with 
the  momentary  impression  on  passing  audiences,  has 
nothing  to  bring  the  future  close  to  him  at  all.  An 
artisan  has  little  more :  his  daily  work  passes  with 
the  day.  But  a  capitalist  in  business  has  the  future 
forever  brought  home  to  him :  he  has  to  look  into  the 
future,  perhaps  a  distant  one,  for  the  profit  on  the 
goods  which  he  buys,  and  to  find  in  the  near  future 
the  money  with  which  these  goods  are  to  be  paid  for; 
the  first  thing  in  his  mind  is  a  list  of  "acceptances" 
soon  to  be  provided  for,  the  next  is  the  balance- 
sheet  to  be  made  up  some  time  hence.  A  banker 
above  all  men  incessantly  lives  in  the  future :  he  is, 
or  ought  to  be,  forever  thinking  how  he  should  pay 
his  deposits  if  he  were  asked  for  them ;  he  must 
think  daily  how  he  will  find  means  for  the  current 
demands  of  every  day;  he  too  has  a  balance  sheet 
to  be  looked  to,  upon  the  results  of  which  he  will 
have  to  live.  A  man  thus  living  in  the  future  has 
a  greater  disposition  to  provide  for  it ;  and  this  is 
the  one  main  reason  why  the  man  of  business,  of 
whatever  species,  —  the  manufacturer,  the  merchant, 
or  the  banker,  —  will  save  much  more  than  any  kind 
of  person  who  lives  upon  the  fruits  of  a  momentary 
skill  or  talent. 

In  many  minds  this  feeling  coalesces  with  the 
" old-stocking"  want;  that  is  to  say,  the  desire  to 
provide  for  definite  engagements  (those  engagements 
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being  an  incessant  series)  passes  into  and  is  blended 
with  the  desire  to  provide  for  the  unknown.  The 
pecuniary  classes  have  a  general  feeling  of  "liability" 
about  their  minds  to  which  other  classes  are  stran- 
gers ;  and  justly,  because  their  risks  —  not  only  their 
known  but  their  unknown  ones  —  are  greater.  I  once 
heard  a  very  experienced  man  lay  down  this  prin- 
ciple: —  "A  man  of  business,"  he  said,  "ought  not 
to  be  over-cautious;  he  ought  to  take  what  seem 
good  things  in  his  trade  pretty  much  as  they  come  : 
he  won't  get  any  good  by  trying  to  see  through  a 
millstone.  But  he  ought  to  put  all  his  caution  into 
his  '  reserve  fund ' :  he  may  depend  on  it  he  will  be 
'done'  somehow  before  long,  and  probably  when  he 
least  thinks  it;  he  ought  to  heap  up  a  great  fund 
in  a  shape  in  which  he  can  use  it,  against  the 
day  at  which  he  wants  it."  It  is  the  disposition  so 
generated  which  is  in  a  trading  nation  among  the 
strongest  motives  to  save. 

Besides  these  two  factors  in  the  growth  of  cap- 
ital, —  the  amount  of  the  income  out  of  which  saving 
has  to  be  made,  and  the  disposition  to  sacrifice  what 
is  present  to  what  is  future,  —  there  is,  I  have  said,  a 
third;  viz.,  the  efficiency  of  saving  in  creating  capi- 
tal. There  is  a  whole  scale  of  various  degrees  of  this 
efficiency  in  actual  life.  At  the  bottom  is  the  brisk 
peasant  who  puts  away  his  money  into  an  old  stock- 
ing, who  has  no  means  of  employing  it,  who  will  not 
trust  any  one  else  with  it :  here,  all  that  the  saving 
of  £10  will  produce  is  £10 ;  it  is  sure  never  to  get  any 
more.  At  the  top  of  the  scale  is  the  able  capitalist 
in  a  large  and  growing  business :  every  penny  he 
can  put  into  it  yields  him  a  high  profit,  because  he 
gets  an  income  from  unusual  ability  [and]  unusual 
opportunity,  as  well  as  the  common  rate ;  such  a 
man  will  almost  always  save  more  than  others,  be- 
cause he  has  a  far  greater  reward  per  cent,  for  sav- 
ing it.  The  rate  of  profit  depends  on  the  efficiency 
of  industry :  when  more  is  made  at  less  cost,  the 
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profit  is  greater;  when  less  at  greater,  the  profit  is 
less.  I  am  not  sure  whether,  to  many  minds,  this 
language  will  not  present  a  difficulty ;  I  know  it  long 
did  so  to  my  own,  —  I  was  conscious  of  a  haze  about 
it.  "It  is  stated,"  I  said  to  myself,  "that  there  is 
'more'  of  something  or  other,  but  of  what  is  there 
more  ? "  and  I  could  not  answer  the  question  very 
well.  More  "exchangeable  value,"  more  "money's 
worth,"  were  the  natural  answers ;  but  I  was  not 
satisfied  that  they  were  the  complete  ones.  We  must 
analyze  a  little  further.  The  easiest  case  to  analyze 
is  the  gold-mining,  the  money-making  business.  If 
10,000  sovereigns  are  invested  in  gold-mining,  —  in 
paying  wages,  in  buying  machinery,  and  in  accom- 
panying expenses,  —  and  if  that  produce  per  annum, 
gold  which  can  be  made  into  £11,000,  this  measures 
the  rate  of  profit  in  the  country.  If  the  efficiency 
of  industry  were  less,  so  many  additional  sovereigns 
would  not  be  produced;  if  more,  a  proportionately 
greater  number  would  be  produced.  In  the  profit  of 
all  trades  there  is  the  same  fundamental  fact,  an 
addition  to  the  "exchangeable  value"  of  the  com- 
modities of  a  country;  but  in  the  profit  of  the  gold- 
mining  business  we  can  see  that  fact  most  easily, 
because  we  can  take  the  capital  before  it  is  invested, 
as  so  much  gold,  and  it  comes  back  as  that  much 
plus  some  more.  In  other  cases  there  is  a  change 
necessary  into  money;  in  this  case  the  profit  pal- 
pably results  from  the  mere  production. 

We  must  observe,  however,  that  this  profit  in  the 
gold-mining  trade  is  only  a  measure  of  the  general 
rate  of  profit  in  the  country,  and  of  the  general  effi- 
ciency of  industry  which  causes  that  rate  ;  it  has  no 
peculiarity  about  it  except  that  which  has  been  said. 
If  the  profit  in  this  trade  were  more  than  in  any 
other,  capital  would  go  thither,  the  production  of 
gold  would  augment,  and  prices,  measured  in  gold, 
would  rise ;  this  would  raise  the  price  of  gold-mining 
machinery,  the  rate  of  gold-miners'  wages,  and  alL 
VOL.  V.— 28 
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the  incidental  outgoings  of  the  trade :  and  as  the 
number  of  sovereigns  which  that  "machinery"  and 
those  "miners"  could  produce  is  not  increased,  the 
profit  in  the  trade  will  fall.  And  the  reverse  will 
happen  if  that  profit  be  less :  a  contrary  series  of 
changes  will  make  it  rise. 

In  a  country  in  which  the  productive  arts  are 
high,  other  things  being  equal,  profits  will  be  high 
also:  if  the  outlay  of  the  capitalist  on  all  means  of 
production  is  the  same,  his  remuneration  will  be 
greatest  where  more  is  produced.  Suppose  by  a  sud- 
den series  of  inventions  the  productive  power  of 
industry  were  augmented  in  all  trades  10  per  cent, 
(including  the  gold-mining  trade,  so  that  we  may 
be  clear  of  all  questions  as  to  money  and  price), 
the  revenue  of  the  capitalist  would  be  augmented  by 
that  10  per  cent.,  on  condition  of  course  of  his  outlay 
in  all  ways  remaining  the  same,  including  that  on 
wages;  and  his  power  of  saving  would  be  augmented 
equally. 

Single,  sudden  inventions  which  help  in  everything 
do  not  happen;  but  the  general  progress  of  the  pro- 
ductive arts  in  the  last  thirty  years  has  been  very 
like  it,  as  far  as  effects  go.  Almost  everything  has 
been  made  more  easily ;  many  things  far  more  easily. 
Even  the  growth  of  raw  produce  for  sale  has  been 
facilitated,  if  not  as  much  as  some  other  things,  yet 
still  very  much :  railways  have  made  land  which 
was  far  from  the  market  able  to  compete  with  that 
near  it.  The  daily  subsistence  of  such  a  city  as  Lon- 
don would  have  been  excessively  costly  in  the  pre- 
railway  time;  perhaps  it  would  have  been  impossible. 
The  amount  of  things  produced  on  purpose  to  be 
exchanged,  now,  as  compared  with  fifty  years  ago,  is 
so  much  increased  that  our  fathers  would  not  have 
comprehended  it  or  believed  it.  The  rise  of  prices 
would  have  been  enormous,  if  t  the  same  extension 
of  productive  power  had  not  extended  to  the  money 
trades,  to  gold  and  silver.  For  many  years  before 
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1840  the  production  of  these  metals  had  been  excess- 
ively slow,  and  their  value  was  rising :  Mr.  Jevons 
thinks  * '  that  prices  had  on  the  average  fallen  between 
the  years  1820  and  1844  in  the  ratio  of  103  to  69,  or 
by  33  per  cent.  ;  whereas  between  1844  and  1857  they 
rose  in  the  ratio  of  69  to  85,  or  by  about  23  per  cent."* 
Thus,  the  effect  of  the  great  gold  discoveries  con- 
sisted more  in  arresting  the  previous  continuous 
appreciation  of  the  precious  metals  than  in  causing 
a  positive  depreciation ;  indeed,  in  1863,  Mr.  Jevons 
stated  the  depreciation  of  gold  at  the  very  moderate 
amount  of  13  to  16  per  cent.f 

If  the  increase  in  the  productive  power  of  gen- 
eral industry  had  come  upon  an  age  straitened  as  to 
money-making  industry,  the  fall  of  prices  would 
have  been  such  as  we  have  no  example  of,  and  the 
effects  would  have  been  harassing  and  confusing ;  but 
fortunately,  the  production  of  gold  and  silver  has 
been  even  more  facilitated  than  that  of  most  other 
things.  There  has  been  no  such  confusing  fall  of 
price  as,  except  for  the  new  discoveries  of  gold  in 
California  and  Australia,  there  would  have  been. 
The  effect  of  the  productiveness  of  industry  has  been 
greatly  to  retard  and  almost  to  prevent  the  equally 
confusing  rise  of  price  which  would  otherwise  have 
happened ;  the  productive  power  of  men  of  business 
has  thus  been  incalculably  augmented,  and  with  that 
their  saving  power. 

The  second  main  source  of  capital  in  the  present 
day  is  the  saving  of  men  —  of  persons  —  out  of  busi- 
ness. Such  persons,  not  being  able  to  make  anything 
themselves,  must  put  such  part  of  their  income  as 
they  wish  to  save  into  the  hands  of  others,  and  far 
the  most  important  way  in  which  they  do  this  is  by 
lending ;  they  lend  it  on  interest,  and  what  they  can 
save  varies,  other  things  being  the  same,  with  that 


*  "Journal  of  the  London  Statistical  Society,"  Vol.  xxviii.,  page  315. 
t  "Serious  Fall  in  the  Value  of  Gold,"  etc.,  page  30. 


436  THE  TRAVELERS  INS.  CO.'S  BAGEHOT. 

interest.      What  then  will  that  amount  be  ?     This   is 
determined  as  other  market  prices  are  determined.* 

The  most  important  factors  in  fixing  it  are  the 
amounts  of  money  to  be  lent,  and  the  amounts  which 
borrowers  are  willing  to  borrow  upon  such  security 
as  the  lenders  are  willing  to  accept.  The  most 
important  of  these  borrowers  are  men  of  business. 
These  will  be  most  anxious  to  borrow  money  when 
the  rate  of  profit  is  high,  and  when  therefore  they 
can  employ  it  to  the  most  advantage ;  at  such 
times  they  will  strain  every  nerve  to  obtain  as  much 
as  possible.  But  in  the  earlier  states  of  industry 
they  have  great  difficulty  in  obtaining  it :  they  have 
no  security  which  will  satisfy  those  who  wish  to  lend. 
In  such  epochs  the  only  sort  of  "security"  —the  only 
way  in  which  the  borrower  can  make  the  lender 
sure  of  his  money  is,  by  depositing  with  him  fixed 
property,  or  at  least  giving  him  the  control  over  it ; 
he  must  pledge  movables,  or  transfer  the  indicia  of 
ownership  over  immovables.  But  in  such  a  com- 
mercial civilization  as  ours  there  is  an  immense  and 
very  powerful  machinery  for  conducting  the  money 
of  the  accumulating  class  into  the  hands  of  the  using 
class.  Bankers  and  bill-brokers  form  a  class  whose 
business  it  is  to  know  the  credit  of  different  persons, 
and  to  say  when  and  how  far  they  singly  or  together 
can  be  trusted.  Millions  are  lent  in  this  country  upon 
bills  of  exchange  with  only  two  signatures, — that  is, 
upon  an  order  to  pay  money  accepted  by  the  person 
to  whom  it  is  addressed,  and  which  the  person  who 
gives  the  order  engages  to  pay  if  the  other  does 
not ;  the  money  is  therefore  in  fact  advanced  on  an 
estimated  probability  that  one  or  other  of  these 
two  persons  will  pay,  of  which  the  skilled  advancing 
class  —  the  bankers  and  the  bill-brokers  —  form  their 
judgment.  We  are  so  familiar  with  it  that  we  for- 
get how  marvelous  it  is  ;  but  probably  our  modern 
civilization,  notwithstanding  its  railways,  telegraphs, 


*  See  Appendix. 
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and  other  like  things,  has  nothing  similar.  That  an 
endless  succession  of  slips  of  written  promises  should 
be  turned  into  money  as  readily  as  if  they  were  pre- 
cious stones  would  have  seemed  incredible  in  com- 
merce till  very  recent  times.  Our  ancestors  would 
have  understood  that  something  like  it  might  happen 
with  the  promises  of  a  few  millionaires  or  govern- 
ments ;  but  they  would  have  never  thought  it  possible 
that  such  an  infinity  of  names  could  be  known  or 
promises  estimated.  And  the  wonder  is  greater  be- 
cause they  are  not  estimated  equally :  the  relative 
possibility  of  different  "parties"  not  paying  is  ma- 
terially determined  to  the  minutest  gradations,  and  a 
bill  is  done  at  3J  or  4  per  cent,  accordingly.  The 
intermediate  dealers — the  bill-brokers  and  bankers  — 
live  upon  this  knowledge  :  they  gain  if  they  are  right 
and  are  ruined  if  they  are  often  much  wrong,  and 
therefore  they  are  right.  Through  these  expedients 
an  immense  tide  of  money  flows  into  commerce  at 
most  times,  though  occasionally  they  are  impaired  and 
it  is  impeded. 

Our  commercial  civilization  also  tends  more  and 
more  to  improve  the  means  by  which  actual  prop- 
erty can  be  pledged  ;  the  indicia  of  ownership  are 
made  more  easily  transferable.  The  English  law  of 
real  property  does  not  bear  a  very  good  reputation, 
but  it  is  indisputable  that  in  this  respect  it  is  more 
advanced  than  any  similar  law  in  the  world.  In  the 
last  century  the  courts  of  equity  decided  that  the 
deposit  of  title-deeds,  with  or  even  without  a  written 
memorandum,  was  an  adequate  security  for  a  loan  ; 
and  on  this  sort  of  "equitable"  mortgage  a  very 
large  sum  is  lent  for  short  periods, — especially  by 
country  bankers,  who  know  the  people  to  whom  and 
the  land  on  which  they  are  lending.  Most  individ- 
ual transactions  of  this  sort  are  small,  but  the  sum 
total  is  very  great.  Dock  and  warehouse  warrants 
for  goods  deposited  are  also  fruits  and  indications 
of  a  highly  improved  commercial  state ;  they,  and  all 
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similar  means  of  pledging  property,  tend  to  augment 
the  borrowing  power  of  men  of  business,  and  so  to 
raise  the  rate  of  interest. 

Besides  men  of  business,  who  borrow  in  order  to 
make,  a  large  class  of  people  borrow  in  order  to  hold: 
the  pride  and  pleasure  of  possessing  property  are  so 
great  that  people  will  very  often  pledge  that  property 
in  order  to  obtain  it.  A  large  part  of  the  titles  of 
our  richest  land-owners  are  mortgaged  in  this  way 
to  "insurance  offices,"  who  have  much  money  con- 
stantly to  lend.  The  arrangement  suits  both  parties, 
for  no  one  knows  of  the  loan ;  as  the  insurance  office 
is  permanent,  the  loan  is  rarely  called  in  :  and  thus 
the  land-owner  gets  the  pomp  of  ownership,  while 
the  office  enjoys  the  perfection  of  a  security. 

There  are  also  a  class  of  persons  who  borrow 
in  order  to  spend ;  that  is,  to  spend  the  principal 
(for  all  borrowers  spend  the  interest,  else  they  would 
not  want  to  borrow).  In  such  countries  as  England, 
where  the  producing  and  preserving  classes  are  such 
large  borrowers,  the  demand  of  spendthrifts  has  but 
little  influence  on  the  rate  of  interest,  —  it  is  over- 
powered by  the  comparative  greatness  of  other  de- 
mands ;  but  in  simpler  states  of  society  the  demand 
of  the  "prodigal"  fills  a  conspicuous  place  in  the 
money  market,  and  in  some  of  the  books  which  have 
come  down  to  us  from  those  early  times  he  seems 
the  principal  borrower  that  is  thought  of.  But  the 
growth  of  civilization,  though  diminishing  this  species 
of  spending  borrowers,  creates  another  much  more 
efficient  species :  governments  obtain  a  vast  credit, 
and  borrow  for  war  and  other  non-productive  pur- 
poses, such  as  the  early  history  of  mankind  could 
never  have  imagined.  The  loss  of  France  by  indi- 
vidual "prodigals"  will  not  for  ages  be  as  great  as 
her  loss  by  the  folly  of  the  seven-months'  war  with 
Germany.  This  is  of  course  so  much  to  be  deducted 
from  the  capital  of  the  country ;  but  nevertheless  the 
sum  so  borrowed  tends  to  raise  the  rate  of  interest, 
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and  thus  to  augment  the  means  of  future  saving  by 
those  who  wish  to  save. 

At  the  present  day,  therefore,  the  amount  of 
saving  in  a  nation  depends,  as  we  have  seen,  on  the 
amount  of  the  annual  income  out  of  which  saving 
is  to  be  made.  The  disposition  to  save  out  of  it 
(varying  in  different  classes),  and  the  efficiency  of 
saving  in  creating  new  capital,  depend  partly  on 
the  rate  of  profit  and  partly  on  the  rate  of  interest. 
And  from  this  saving  arises  the  annual  increment 
of  capital, — the  amount  of  yearly  addition  to  it ;  but 
there  is  also  a  yearly  decrement, —  an  annual  waste. 
The  amount  of  this  depends,  in  such  a  country  as 
England,  mainly  on  the  amount  of  unsuccessfulness, 
of  absolute  loss,  in  business.  Certain  adventures  not 
only  bring  no  profit,  but  never  return  the  capital 
spent  on  them.  The  liabilities  of  bankruptcy  estates 
in  England,  including  liquidations  and  compositions, 
but  excluding  public  companies,  in  1870  were  £17,456,- 
000  :  the  apparent  assets  were  £5,382,000  ;  the  differ- 
ence, therefore,  or  £12,074,000,  was  so  much  pure 
loss.  And  there  is  much  other  loss  in  business 
which  does  not  figure  here.  To  this  must  be  added 
the  loss  in  such  a  country  and  age  as  ours, —  usually 
loss*  —  by  private  prodigals  and  by  state  follies.  If 
we  could  only  know  the  amount  of  the  diminutions 
and  augmentations  in  any  nation,  [and]  could  deduct 
the  one  from  the  other,  we  should  know  the  increase 
of  the  capital  during  this  time  by  that  nation. 

We  must  be  careful,  however,  to  observe  that  our 
•account  of  the  growth  of  capital  is  only  applicable 
to  such  times  as  ours  ;  to  times  when  the  division  of 
labor  has  been  carried  out,  and  where  almost  every- 
thing is  produced  by  one  man  for  sale  to  others. 
The  result  of  this  is,  that  every  sale  changes  a 
man's  product  into  a  form  in  which  he  has  the 

*  I  feel  sure  these  two  senseless  words  are  either  a  misreading,  or  that 
Bagehot  accidentally  failed  to  cancel  them.  Perhaps  "usually"  is  a  mis- 
reading of  "unnoted."  —  ED. 
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choice  of  saving  or  not  saving  it ;  the  money  which 
is  the  proceed  of  the  sale  may  either  be  spent  on 
immediate  enjoyment,  or  set  aside  in  some  way  for 
the  future.  The  incomes  of  men  are  in  an  adult 
economical  society  received  in  an  optional  medium ; 
but  in  early  societies  this  is  not  so.  Things  not 
being  produced  for  sale,  are  only  what  they  are  by 
nature  ;  there  is  no  choice  in  the  way  of  using  most 
of  them  :  they  are  by  their  essential  character  either 
fit  for  present  use  or  fit  to  be  set  apart  for  the  fu- 
ture, they  are  very  rarely  in  the  same  degree  fit  for 
both.  Defoe  illustrates  this  better  than  many  graver 
authors. 

Secondly,  our  account  of  the  growth  of  capital 
assumes  that  men  can  always  find  something  to 
save  in ;  that  a  person  who  wants  to  provide  for  his 
future  wants  can  do  so  if  he  will  give  up  present 
ones  :  but  this  is  not  true  in  early  times  at  all.  Most 
primitive  wants  are  for  rapidly  perishable  things ; 
and  it  is  of  no  use  to  keep  a  store  of  those  things. 
If  you  do  you  will  be  "keeping  stale  fish,"  —  you 
will  have  sacrificed  the  present  without  obtaining  the 
future ;  you  will  have  that  which  was  of  use  once, 
but  now  is  so  no  longer.  Food  is  the  greatest  want 
of  early  times ;  but  most  food,  vegetable  or  animal, 
will  not  of  itself  last  long.  It  is  of  no  use  for  a 
tribe  of  hunters  to  set  aside  the  game  they  kill;  it 
is  not  till  the  pastoral  age  has  arrived  that  men 
have  any  means  of  storing  up  the  food  they  require. 
The  first  "granaries"  of  men  were,  if  the  phrase 
be  allowed,  "live  granaries":  the  flocks  and  herds' 
which  walked  the  fields,  and  could  be  left,  when  not 
wanted  to  be  slaughtered,  where  they  were.  Clothes, 
the  second  great  want  of  man,  are  always  short-lived, 
and  it  is  not  much  use  to  store  them  up.  There  was 
in  early  times  no  mode  of  supplying  those  wants 
for  the  future ;  men  had  to  live  from  hand  to  mouth. 
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MANY  persons  are  much  puzzled  by  the  phrase 
"exchange  value":  not  only  outsiders  and  learners, 
but  even  practical  thinkers  on  the  subject,  use  it 
awkwardly,  and  do  not  feel  that  the  idea  is  vivid 
in  their  minds.  And  if  we  look  at  the  matter  his- 
torically, it  is  very  natural  that  this  should  be  so  : 
no  nation  —  no  set  of  persons  —  who  did  not  possess 
a  fixed  and  efficient  money  ever  attained  the  idea. 
Nations  which  only  use  barter  know  that  a  certain 
amount  of  one  or  two  common  things  mostly  ex- 
changes for  a  certain  amount  of  one  or  two  other 
things;  but  they  have  no  conception  of  the  "value" 
of  one  thing  as  against  all  other  things.  This  idea 
is  only  gained  by  the  use  of  money  as  a  general 
common  measure :  by  measuring  all  things  —  not 
one  —  against  one,  men  come  to  be  able  to  measure 
them  against  one  another.  "Price" — price  in  money 
—  is  the  foundation  of  the  economical  idea  of  ex- 
changeable value ;  but  though  it  is  the  foundation 
of  that  idea,  it  is  not  the  whole  of  it.  "Money"  is 
a  commodity  like  any  other ;  and  it  tends  to  fluctuate 
in  the  ratios  in  which  it  exchanges  with  other  com- 
modities, from  chances  affecting  itself,  just  as  they 
do  in  relation  to  it.  At  any  single  moment,  if  you 
know  the  "  prices "  of  all  articles  you  know  their 
relative  exchangeable  value  :  but  when  you  come  to 
compare  one  time  with  another, —  say  the  prices  of 
to-day  with  those  of  this  time  last  year, —  you  might 
be  much  puzzled,  for  possibly  all  might  have  risen 
or  all  might  have  fallen  ;  and  this  would  have  arisen 
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not  from  anything  which  related  to  the  things  meas- 
ured, but  from  something  affecting  the  measuring 
instruments.  What  we  mean  by  "  exchangeable  value  " 
in  political  economy  is  not  actual  price,  but  perfect 
price ;  the  ratio  in  which  everything  exchanges 
against  all  other  things, —  measured  not  as  it  is,  by 
the  intrinsically  valuable  measure  of  money,  but  as 
it  would  be  against  a  similar  measure  which  was 
invariable  intrinsically. 

We  must  bear  in  mind  that  on  no  two  days  — 
indeed,  at  no  two  minutes  —  are  the  rates  at  which 
things  exchange  for  one  another  at  all  the  same : 
the  price  list  of  the  Stock  Exchange  varies  from 
hour  to  hour,  and  so  do  the  prices  in  other  markets. 
General  "exchangeable  value,"  which  is  the  sum 
total  of  price  lists,  is  therefore  incessantly  altering. 
The  fact  which  it  denotes  is  one  of  the  greatest 
complexity  with  which  any  science  can  have  to  deal ; 
and  'it  is  no  wonder,  therefore,  that  most  imagin- 
ations find  it  hard  to  get  and  keep  a  hold  of  it. 
Incomparably  the  best  way  to  aid  them  in  this  is, 
to  make  a  hypothesis  and  to  assume  that  money  is 
of  invariable  value.  Of  course  this  is  a  hypothe- 
sis not  coinciding  with  fact,  —  on  the  contrary,  it 
leaves  out  a  whole  range  of  facts ;  but  if  we  are 
careful  with  it, —  if  we  remember  what  are  the  omit- 
ted facts,  and  make  corrections  for  them  if  neces- 
sary, —  the  hypothesis  is  of  the  greatest  use.  The 
figures  of  price  are  in  this  case  like  the  symbols 
of  algebra :  they  hedge  in  the  mind  to  a  definite 
thought. 

But  as  a  matter  of  fact  in  markets,  though  mone- 
tary changes  of  price  are  incessant,  yet  general  rela- 
tions are  constant ;  and  in  a  former  page  we  saw 
that  in  relation  to  articles  which  human  industry 
can  indefinitely  multiply,  and  which  it  does  so  multi- 
ply for  the  hope  of  profit,  and  within  a  "  nation >J  in 
the  economical  sense,  —  that  is,  a  group  of  producers 
within  which  labor  and  capital  freely  circulate, — 
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these  constant  relations  are  fixed  by  the  "  cost  of 
production."  What  then  is  this  cost,  accurately  ?  It 
is  in  relation  to  this  that  we  shall  find  the  hypothe- 
sis as  to  fixed  value  of  money  especially  useful.  All 
other  modes  of  dealing  with  the  subject  are  apt  to 
leave  the  mind  of  the  reader  somewhat  dull  and 
stupid,  and  to  make  him,  though  convinced  at  each 
step  of  the  reasonings,  not  quite  sure  of  the  effect 
of  the  whole. 

This  cost  of  production,  in  a  mature  state  of 
industry,  and  where  there  is  a  strict  division  of 
persons  into  capitalists,  artisans,  and  laborers,  is  the 
cost  at  which  it  would  "pay"  a  capitalist  to  pro- 
duce a  given  product;  and  the  word  "pay"  means 
that  he  must  have  his  "  outlay "-  —  the  money  he  has 
expended  —  returned  to  him,  and  that  he  must  have, 
over  and  above,  so  much  by  way  of  profit  —  so  much 
"to  the  good,"  as  we  commonly  speak  —  as  will  in- 
duce him  to  make  the  production.  Translated  into 
more  abstract  language,  you  can  say  that  the  capi- 
talist must  be  in  possession,  or  have  the  means  of 
possessing  himself,  of  certain  articles  possessing  ex- 
changeable value  ;  that  those  articles  are  parted  with, 
or  destroyed  in  making  the  product,  and  that  he  must 
have  articles  of  equal  exchangeable  value  returned 
to  him  by  the  exchange  of  his  product,  together 
with  a  profit.  But  though  a  most  valuable  way  of 
speaking  for  some  purposes,  for  those  of  common 
exposition  this  abstract  way  is  inferior  to  the  more 
concrete  way. 

A  great  deal  of  the  indistinctness  which  often 
hovers  round  the  subject  arises  because  those  who 
think  of  it  do  not  enough  trace  the  matter  as  it  runs 
through  the  mind  of  the  capitalist.  In  our  modern 
production  all  depends  on  him  :  it  is  he  who  settles 
what  undertakings  shall  be  embarked  in  and  what 
not ;  which  things  shall  be  made  and  which  left 
unmade.  The  price  at  which  a  thing  can  be  bought 
is  the  price  at  which  the  capitalist  will  undertake  to 
lay  it  down ;  if  you  want  to  know  why  one  thing 
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is  cheap  and  another  dear,  you  must  analyze  in  each 
case  the  calculations  of  the  capitalist. 

The  first  and  most  obvious  thing  which  a  capi- 
talist must  do  is,  to  pay  his  wages  :  labor  —  the  mus- 
cular and  mental  force  of  man  —  is  a  main  element 
in  almost  all  kinds  of  production,  and  the  principal 
one  in  many.  But  we  must  be  careful  not  to  imagine 
that  this  labor  which  the  capitalist  purchases  is  one 
thing :  it  is  hardly  even  one  kind  of  thing.  The 
labor  of  a  ploughman  is  distinct  from  that  of  a  clerk ; 
that  of  a  clerk  from  that  of  an  engine-driver  ;  that 
of  an  engine-driver  from  that  of  a  cabinet-maker  : 
and  so  on  without  end.  The  difference  between  these 
various  kinds  of  labor  is  in  a  great  degree  the  conse- 
quence of  acquired  habit  :  each  man  is  trained  in  his 
department,  and  in  it  therefore  he  acquires  a  skill. 
These  various  kinds  of  training  go  down  to  very  low 
degrees, —  to  the  "navvy,"  who  just  knows  how  to 
dig  out  plain  earth  ;  and  run  up  to  the  most  accom- 
plished artisan, — the  maker  of  astronomical  instru- 
ments, say,  who  can  turn  out  work  of  the  finest  and 
most  minute  accuracy,  and  to  a  great  extent  knows 
how  he  does  it  and  how  that  accuracy  is  acquired. 
There  is  a  common  coarse  sort  of  human  nature 
which  can  be  taken  a  certain  way  in  any  pursuit, 
but  which  will  not  go  very  far ;  and  over  and  above 
that,  there  is  a  finer  element  which  can  only  be 
taken  in  one  direction,  or  some  few  directions  for 
which  it  has  an  affinity,  and  which  is  often  accom- 
panied by  an  incompetence  to  go  even  the  first  step 
in  many  others.  Out  of  these  natures  specifically 
inclined  to  it,  each  trade  gets  its  best  laborers  ;  the 
capitalist  in  each  line  has  to  try  the  various  sorts,  if 
he  can  get  them,  and  to  pay  higher  for  the  finer  sorts. 
I  say,  if  he  can  get  them  ;  because  a  main  key  to 
the  reason  why  industries  are  distributed  apparently 
so  capriciously  over  the  face  of  the  country  is  to  be 
found  in  the  power  of  being  able  to  buy  easily  and 
cheaply  all  the  kinds  of  labor  which  each  kind  of 
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trade  wants.  In  a  place  where  a  trade  has  long 
been  carried  on,  all  these  tend  to  accumulate  :  a 
family  tradition  carries  them  on  from  father  to  son, 
and  the  whole  mind  of  the  place  comes  to  be  full 
of  it  ;  the  language  of  the  district  soon  assumes  that 
you  know  it,  and  those  who  do  not  are  a  kind  of 
aliens.  "  As  water "  in  all  cases  "  comes  to  the 
river,"  so  the  place  where  a  trade  has  long  been 
carried  on  tends  to  attract  those  who  by  nature  like 
that  trade,  and  feel  that  they  are  fitted  for  it.  Thus 
commerce,  which  being  wholly  of  human  creation 
one  might  have  fancied  to  be  very  mutable,  is  really 
a  thing  most  conservative  ;  it  will  stay  in  a  place  for 
very  many  years  which  has  given  no  natural  facility 
to  it, —  often  which  seems  to  have  interposed  a  diffi- 
culty. To  get  all  the  kinds  of  skill  suitable  for  a 
trade  in  their  proper  proportions  is  a  long  task,  re- 
quiring many  years ;  a  new  place  cannot  have  it 
for  a  long  time,  and  an  old  place  for  a  long  time 
will  be  superior  in  this  cardinal  advantage. 

One  special  kind  of  labor  which  almost  every  cap- 
italist must  have  more  or  less  of  is  what  we  call 
his  "establishment";  that  is,  his  head  men,  who 
transmit  his  orders  or  give  them  to  his  corresponding 
clerks,  [and]  his  book-keeping  clerks,  who  keep  what 
we  may  call  his  "  memory  "  :  and  the  result  of  their 
labors  shows  what  has  become  of  his  capital,  and 
whether  he  is  getting  or  losing.  In  some  trades,  as 
in  banking  and  some  other  distributive  trades,  this 
kind  of  charge  is  one  of  the  greatest ;  and  almost  all 
people  in  a  very  large  way  of  business  have  a  large 
staff  of  confidential  persons  whom  they  know  and 
who  know  them,  and  who  work  together  with  an 
efficiency  —  though  often  incessantly  "having  words" 
—  which  no  casual  gang  suddenly  collected  can  for 
an  instant  compete  with. 

Next,  a  capitalist  must  buy  his  "  machines " ;  and 
there  is  no  reason  to  take  up  time  and  space  with 
saying  how  various  and  wonderful  they  are  at  the 
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present  day,  —  everybody  will  remember  that,  without 
its  being  said.  What  is  much  more  to  our  present 
purpose  is,  to  say  that  outlay  on  wages  has  a  dif- 
ferent effect  on  the  price  of  commodities  from  an 
outlay  on  machinery.  If  £100,000  is  laid  out  during 
the  year  in  wages,  that  sum  must  all  be  returned 
by  the  sale  of  the  articles  produced  in  the  year ;  but 
that  is -not  true  of  an  outlay  on  machinery, — on  the 
contrary,  ,£100,000  laid  out  in  machinery  need  not  all 
come  back  so  soon.  The  machinery  will  last  for 
years ;  and  the  capitalist  does  not  want  to  have  the 
first  outlay  returned  to  him  till  the  very  end,  when 
it  is  quite  worn  out.  Money  spent  on  wages  is  a 
lump  sum,  which  the  products  of  the  year  must  re- 
turn ;  money  spent  on  machinery  a  sum  repayable  by 
terminable  annuity,  extending  over  all  the  years  the 
machine  lasts.  Each  cotton  shirting  must  by  its  sale 
recoup  the  capitalist  for  the  wages  spent  in  making 
it ;  but  it  need  only  return  to  him  a  small  fraction 
of  the  cost  of  the  machinery  by  which  it  was  made, 
because  that  machinery  will  go  on  making  shirtings 
for  many  years,  and  it  is  the  aggregate  which  must 
make  the  return  to  the  capitalist,  and  not  any  one. 

Machine-making,  it  is  to  be  observed,  is  a  trade 
which  especially  tends  to  adhere  to  particular  places, 
because  more  than  any  other  trade  it  requires  the 
easy  and  cheap  supply  of  the  exact  kind  of  skilled 
labor  in  the  exact  quantity  in  which  it  is  wanted ; 
and  this  you  cannot  have  in  a  new  place.  A  machine- 
making  factory  which  would  thrive  at  Birmingham 
would  starve  at  the  Land's  End. 

Next,  a  capitalist  must  mend  his  machinery ;  and 
this  is  the  most  conservative  force  of  all.  The  num- 
ber of  subsidiary  trades  which  any  one  great  manu- 
facture requires  merely  to  keep  its  plant  going  is 
very  large ;  and  in  out-of-the-way  spots  no  one  of 
them,  of  course,  exists,  —  they  only  grow  round  the 
principal  trade  gradually,  and  as  time  goes  on.  And 
many  of  them  are  subsidiary  to  several  trades.  The 


COST   OF  PRODUCTION.  447 

place,  therefore,  which  has  longest  had  possession  of 
such  trades  has  an  incalculable  advantage,  as  far  as 
this  item  is  concerned. 

Next,  the  capitalist,  having  bought  his  machinery, 
must  buy  the  power  of  moving  that  machinery.  And 
this  is  a  point  on  which  very  many  people  have 
no  clear  notions  ;  there  is  a  difficulty  in  comprehend- 
ing the  difference  between  the  two,  —  a  disposition 
to  confound  force  and  wheels.  In  the  old  times  of 
water-mills  and  windmills,  I  am  inclined  to  think 
that  the  distinction  was  clearer;  it  was  then  patent 
that  the  most  elaborate  machinery  would  not  move 
unless  there  was  some  external  force  to  push  it :  but 
the  use  of  coal  has  rather  mystified  the  matter,  — 
people  do  not  see  the  pushing  power,  and  therefore 
they  do  not  believe  that  it  exists.  A  steam  engine 
is  so  large  and  complex  a  thing  that  people  in  general 
have  no  real  idea  how  it  moves.  The  truth  of  course 
is,  that  the  burning  of  the  coal  heats  the  water,  that 
the  heating  of  the  water  causes  it  to  expand,  that 
this  expansion  gives  a  "shove,"  and  that  all  the  rest 
of  the  machine  only  transmits  and  passes  on  that 
"  shove."  You  must  have  something  like  this  to 
start  with  —  something  that  will  produce  a  pressure  — 
or  you  cannot  move  your  machinery  at  all.  I  have 
known  highly  experienced  men  of  business,  however, 
who  are  very  far  from  clear  about  this.  In  discuss- 
ion as  to  the  consequences  of  the  extinction  of  our 
coal,  nothing  is  more  common  than  to  hear  it  said, 
"Oh,  then  we  must  adopt  new  forms  of  machinery." 
You  might  as  well  try  by  improving  and  educating 
the  mothers  to  continue  a  species  without  fathers : 
there  is  a  certain  motive  "power"  in  nature  which 
is  as  essential  as  any  matter  to  be  moved. 

This  element  in  the  cost  of  production  tends  quite 
in  the  opposite  way  to  the  previous  ones ;  it  tends 
not  to  keep  trade  where  it  is,  but  to  make  it  move. 
The  best  coal  mines,  the  best  sources  of  power  of  all 
kinds  in  each  district,  are  soon  appropriated  and 
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used.  The  natural  tendency  of  trade,  as  far  as  this 
element  in  the  cost  of  production  guides  it,  would 
be  to  move  incessantly  over  the  face  of  the  world, 
always  touching  the  best  sources  of  power  only,  —  the 
quickest  water-courses,  the  most  exposed  sites  for 
windmills,  the  best  coal  mines,  —  and  never  stopping 
to  exhaust  the  second-rate  sources. 

Next,  the  capitalist  must  buy  the  materials  which 
he  is  to  work  up  with  this  power  and  this 
machinery ;  and  the  effect  of  this  item  too  is  just 
like  the  last,  —  it  tends  to  migration.  The  principal 
materials  of  industry  are  the  tissues  of  vegetables, 
the  fleeces  and  skins  of  animals,  and  the  products 
of  mines ;  and  commerce  is  forever  hunting  out  the 
places  at  which  such  animals  can  be  reared,  such 
vegetables  grown,  and  such  minerals  extracted.  New 
places  are  constantly  being  discovered  where  these 
can  be  done ;  and  manufactures,  if  not  tied  by  the 
other  items  of  cost,  would  be  forever  stimulated  to 
move  by  this  one. 

Then  the  capitalist  must  rent  the  land  on  which 
his  factory  is  built,  or  on  which  his  business  is 
carried  on ;  and  what  the  laws  are  by  which  this  is 
regulated,  we  have  seen. 

Next,  he  must  pay  interest  on  as  much  of  his 
capital  as  he  finds  it  convenient  to  borrow,  and  as 
he  can  get  the  loan  of;  and  this  is  a  steady  cause 
operating  in  favor  of  old  countries,  because  capital 
has  there  accumulated  and  is  cheap ;  whereas  in  new 
countries  it  is  still  scarce,  and  cannot  be  borrowed 
except  at  great  cost,  if  at  all.  As  commerce  becomes 
involved  and  credit  complex,  more  and  more  of 
business  tends  to  be  carried  on  with  borrowed  money  ; 
and  the  comparative  cheapness  of  it  in  established 
places  of  industry  is  one  of  the  reasons  why  trades 
stay  there  as  they  do,  —  why  so  many  of  them  are 
stationary  and  so  few  migratory. 

Lastly,  in  many  cases,  though  not  in  all,  the 
capitalist  must  make  known  the  goodness  —  or  at 
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least  must  allege  the  goodness  —  of  his  work.  Adver- 
tising is  a  kind  of  outlay  which  to  some  extent  is 
essential  in  all  trades,  and  it  takes  different  forms. 
A  company  which  hires  a  showy  shop  front,  a  broker 
who  is  forever  sending  round  trade  circulars,  are 
really  advertising  just  as  much  as  dealers  who  insert 
in  the  newspapers,  puffs  of  their  articles  :  the  end  in 
all  cases  is  to  sell  something,  and  in  the  long  run 
the  buyer  pays  for  it  all. 

I  have  been  speaking  as  if  all  products  were 
made  or  manufactured :  common  language  has  no  apt 
expressions  for  the  general  ideas  of  political  econ- 
omy. There  is  no  easy  mode  of  describing  all  the 
processes  by  which  all  sorts  of  articles  are  changed 
by  men  from  the  state  in  which  they  are  worth  less 
into  that  in  which  they  are  worth  more  ;  the  case  of 
a  manufacturer  is  the  simplest  case  to  the  imagin- 
ation, and  I  have  therefore  taken  it  as  the  standard. 
Besides  it  there  are  the  breeding  of  animals,  the 
growth  of  vegetables,  and  the  extraction  of  minerals ; 
but  any  one  who  has  analyzed  the  outlay  of  the 
capitalist  in  manufactures  will  have  no  difficulty  in 
doing  so  for  the  others, — mutatis  mutandis,  it  all 
comes  to  the  same  thing,  though  the  words  of  de- 
scribing it  differ.  In  all,  the  capitalist  will  have  to 
pay  wages  ;  to  buy  co-operative  instruments  (animals 
included)  ;  to  obtain  a  site  ;  probably  to  borrow  cap- 
ital ;  probably  to  make  known  the  value  of  his  article. 
His  outlay  will  be  on  these;  and  what  he  has  over, 
after  replacing  these,  is  profit.  The  whole  of  business 
in  great  commercial  countries  is  that  of  a  replace- 
ment, with  an  addition,  of  capital ;  as  a  rule,  the 
capitalists  of  a  trade  must  have  their  capital  returned 
to  them  with  the  profit  of  the  country,  or  they  will 
not  continue  in  that  trade. 

-  n. 

ONE  result  of  these  truths  is,  I  think,  to  clear  up  the 
most  abstruse   discussion    in  which    English    political 
VOL.  V.— 29 
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economy  has  recently  been  engaged, —  the  discussion 
which  Mr.  Cairnes  raised  against  Mr.  Mill  on  the 
"  cost  of  production."  And  this  result  is  just  of  the 
kind  which  might  be  expected  ;  for  it  is  in  the  begin- 
ning of  arguments  that  their  difficulties  are  hidden, 
and  any  one  who  will  really  go  back  to  that  be- 
ginning will  be  sure  to  meet  his  reward.  Let  us 
look  at  the  matter  a  little  carefully. 

When  any  article,  say  a  steam  engine,  is  in  our 
modern  state  of  industry  produced  by  a  capitalist 
maker,  it  is  necessary  to  repay  to  that  capitalist 
maker  all  which  he  has  expended  upon  it :  if  it 
costs  £500,  and  the  current  rate  of  profit  be  a  10 
per  cent,  rate,  he  must  have  £550.  His  capital  must 
be  returned  to  him,  and  he  must  have  the  remuner- 
ation for  that  capital  for  the  risk  of  losing  it,  for 
the  trouble  of  managing  it,  and  so  on.  But  Mr. 
Mill  takes  his  analysis  further  :  he  analyzes  the  cost 
of  production  into  the  "  wages  of  labor"  and  the 
"profits  of  capital":  and  after  speaking  of  the  for- 
mer, thus  proceeds  :  — 

"  Thus  far  of  labor  or  wages,  as  an  element  in  cost  of  produc- 
tion. But  in  our  analysis,  in  the  First  Book,  of  the  requisites  of 
production,  we  found  that  there  is  another  necessary  element  in  it 
besides  labor.  There  is  also  capital ;  and  this  being  the  result  of 
abstinence,  the  produce  or  its  value  must  be  sufficient  to  remu- 
nerate, not  only  all  the  labor  required,  but  the  abstinence  of  all 
the  persons  by  whom  the  remuneration  of  the  different  classes  of 
laborers  was  advanced.  The  return  from  abstinence  is  profit ;  and 
profit,  we  have  also  seen,  is  not  exclusively  the  surplus  remaining 
to  the  capitalist  after  he  has  been  compensated  for  his  outlay,  but 
forms  in  most  cases  no  unimportant  part  of  the  outlay  itself.  The 
flax  spinner,  part  of  whose  expenses  consists  of  the  purchase  of 
flax  and  of  machinery,  has  had  to  pay,  in  their  price,  not  only  the 
wages  of  the  labor  by  which  the  flax  was  grown  and  the  machinery 
made,  but  the  profits  of  the  grower,  the  flax  dresser,  the  miner,  the 
iron  founder,  and  the  machine-maker.  All  these  profits,  together 
with  those  of  the  spinner  himself,  were  again  advanced  by  the 
weaver  in  the  price  of  his  material, — linen  yarn  ;  and  along  with 
them  the  profits  of  a  fresh  set  of  machine-makers,  and  of  the 
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miners  and  iron  workers  who  supplied  them  with  their  metallic 
material.  All  these  advances  form  part  of  the  cost  of  production 
of  linen.  Profits,  therefore,  as  well  as  wages,  enter  into  the  cost 
of  production  which  determines  the  value  of  the  produce."* 

But  this  reasoning  assumes  that  all  capital  comes 
from  "abstinence,"  whereas  a  great  deal  of  it  does 
not.  What  the  capitalist  in  this  case  really  hires  is, 
the  use  of  the  past  plant  of  the  world,  whatever  its 
origin.  Thus  the  steam-engine  maker  hires  the  use 
of  a  whole  series  of  tools  and  things,  going  back  to 
the  first  flint  implements  and  the  first  tamed  animals. 
In  the  first  beginnings  of  that  series  —  the  link  on 
which  it  all  hangs  —  there  was  no  relinquishment  of 
any  enjoyment;  there  was  no  such  "abstaining"  as 
Mr.  Mill  supposes,  and  therefore  Mr.  Mill's  analysis 
fails.  He  takes  us  back  into  a  hypothetical  history 
which  he  does  not  prove,  and  which  he  could  not 
prove,  for  it  is  not  true. 

Further,  Mr.  Mill's  analysis  supposes  the  present 
organization  of  industry  —  that  in  which  the  capi- 
talist buys  the  force  of  the  laborer  and  pays  him 
wages  —  to  be  the  one  which  began  at  the  beginning. 
Mr.  Mill  says  : — 

**  What  the  production  of  a  thing  costs  to  its  producer  or 
its  series  of  producers  is,  the  labor  expended  in  producing  it.  If 
we  consider  as  the  producer  the  capitalist  who  makes  the  ad- 
vances, the  word  '  labor '  may  be  replaced  by  the  word  '  wages ' : 
what  the  produce  costs  to  him  is,  the  wages  which  he  has  had  to 
pay.  At  the  first  glance,  indeed,  this  seems  to  be  only  a  part  of 
his  outlay  ;  since  he  has  not  only  paid  wages  to  laborers,  but  has 
likewise  provided  them  with  tools,  materials,  and  perhaps  buildings. 
These  tools,  materials,  and  buildings,  however,  were  produced  by 
labor  and  capital ;  and  their  value,  like  that  of  the  article  to  the 
production  of  which  they  are  subservient,  depends  on  cost  of  pro- 
duction, which  again  is  resolvable  into  labor.  The  cost  of  produc- 
tion of  broadcloth  does  not  wholly  consist  in  the  wages  of  weavers, 
which  alone  are  directly  paid  by  the  cloth  manufacturer ;  it  consists 
also  of  the  wages  of  spinners  and  wool  combers,  and  it  may  be 
added  of  shepherds,  all  of  which  the  clothier  has  paid  for  in  the 

*  "Political  Economy,"  Book  iii.,  Chap,  iv.,  §  4. 
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price  of  yarn.  It  consists  too  of  the  wages  of  builders  and  brick- 
makers,  which  he  has  reimbursed  in  the  contract  price  of  erecting 
his  factory.  It  partly  consists  of  the  wages  of  machine-makers,  iron 
founders,  and  miners.  And  to  these  must  be  added  the  wages  of 
the  carriers  who  transported  any  of  the  means  and  appliances  of 
the  production  to  the  place  where  they  were  to  be  used,  and  the 
product  itself  to  the  place  where  it  is  to  be  sold."* 

This  principle,  as  applied  to  existing  societies,  may 
seem  very  obvious  ;  indeed,  it  is  most  commonly  as- 
sumed in  popular  discussions,  both  as  being  true  and 
as  being  the  principle  of  English  political  economy. 
But  nevertheless,  most  eminent  political  economists 
refuse  to  regard  it  as  ultimate,  and  try  to  get  behind 
it.  And  no  doubt  in  one  sense  it  is  not  ultimate : 
there  are  processes  acting  on  value  of  which  it  does 
not  take  account.  For  example,  the  wages  of  similar 
labor  tend  —  though  slowly  —  to  be  equal  in  all  em- 
ployments ;  and  it  is  contended  that  you  ought  not 
to  say  that  the  exchange  value  of  an  article  has 
arrived  at  its  "cost"  value  while  the  wages  paid  in 
its  production  are  greater  or  less  than  those  paid  to 
similar  laborers  in  other  employments.  Again,  the 
wages  of  dissimilar  kinds  of  labor  bear,  as  a  rule, 
some  kind  of  proportion  to  one  another  (though  the 
exceptions  to  this  rule  are  in  all  societies  many,  and 
though  some  of  them  last  for  a  very  long  time) ;  and  it 
is  said  that  we  have  not  arrived  at  the  "cost"  value 
of  any  article  until,  in  the  case  of  that  article,  the 
different  species  of  labor  are  rewarded  in  the  same 
proportion  that  they  are  in  the  case  of  other  articles. 
And  no  doubt  if  we  choose  we  may  thus  define  "cost 
value "  ;  we  may  say  that  it  is  not  realized  till  these 
conditions  are  satisfied  :  but  if  we  do  we  must  go 
further,  and  regard  "cost  value"  as  an  ideal  limit, 
rather  than  as  any  actual  thing  at  all.  In  truth,  the 
conception  of  the  universal  influence  of  the  capitalist 
employer  is  essentially  modern.  We  have  seen  be- 
fore that  capital  is  scarce  in  new  countries,  that  it 
moves  slowly,  and  that  the  laborer  and  the  capitalist 

*  "Political  Economy,"  Book  iii.,  Chap,  iv.,  §  1. 
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are  often  one  and  the  same  ;  there  is  no  such  separate 
outlay  as  Mr.  Mill's  analysis  presumes  and  as  our 
modern  practice  exhibits.  On  a  large  scale,  no  such 
thing  is  possible  till  a  good  available  money  exists 
in  which  wages  can  be  paid  ;  and  such  a  money  did 
not  begin  till  the  human  race  had  been  working  and 
laboring  for  many  hundred  years. 

Mr.  Mill's  attempt  to  answer  the  question,  "What 
is  the  cost  of  production  which  determines  value  ? " 
by  saying  that  it  is  the  sum  of  the  wages  of  labor 
and  profits  on  abstinence  since  the  beginning  of  his- 
tory, fails  therefore  at  both  its  cardinal  points  :  for 
in  the  beginning  of  history  there  was  much  capital 
yielding  profit  which  did  not  come  from  abstinence, 
and  much  labor  which  was  not  paid  by  wages  ;  and 
this  capital  and  this  labor  were  the  seeds  of  all 
which  now  is,  and  must  be  reckoned  in  the  list  of 
things  that  made  it,  if  we  add  up  those  things. 

Nor  do  I  think  that  Mr.  Cairnes,  most  acute  as 
he  is,  here  as  always,  at  all  mends  the  matter.  He 
says  that  Mr.  Mill  was  wrong  in  adding  up  past 
wages  and  past  profits  so  as  to  make  a  total  "cost 
of  production,"  for  that  neither  wages  nor  profits 
are  properly  part  of  that  cost  at  all.  He  tells  us :  — 

"Of  all  ideas  within  the  range  of  economic  speculation,  the  two 
most  profoundly  opposed  to  each  other  are  cost  and  the  reward 
of  cost,  —  the  sacrifice  incurred  by  man  in  productive  industry, 
and  the  return  made  by  nature  to  man  upon  that  sacrifice.  All 
industrial  progress  consists  in  altering  the  proportion  between  these 
two  things  ;  in  increasing  the  remuneration  in  relation  to  the  cost, 
or  in  diminishing  the  cost  in  relation  to  the  remuneration.  Cost 
and  remuneration  are  thus  economic  antitheses  of  each  other ;  so 
completely  so,  that  a  small  cost  and  a  large  remuneration  are 
exactly  equivalent  expressions.  Now,  in  the  analysis  of  cost  of 
production  which  I  have  quoted,  these  two  opposites  are  identified  ; 
and  cost,  which  is  sacrifice,  cost,  which  is  what  man  pays  to  nature 
for  her  industrial  rewards,  is  said  to  consist  of  wages  and  profits,  — 
that  is  to  say,  of  what  nature  yields  to  man  in  return  for  his  indus- 
trial sacrifices.  The  theory  thus  in  its  simple  statement  confounds 
opposite  facts  and  ideas;  and  further  examination  will  show  that 
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it  involves  conclusions  no  less  perplexed,  and  in  conflict  with 
doctrines  the  most  received."* 

But  the  "cost  of  production,"  in  the  sense  in  which 
that  cost  determines  market  value,  means  the  "cost" 
to  the  person  who  brings  it  to  that  market.  In  Eng- 
land, at  present,  the  capitalist  pays  the  wages,  and 
he  will  not  do  it  unless  he  earns  the  profit.  These 
pecuniary  items  are  certainly  elements  in  price,  and 
"exchangeable  value"  is  only  an  abstract  word 
for  a  perfect  price,  —  a  price  which  would  never  alter 
by  changes  in  the  money  medium,  and  changes 
in  which,  accordingly,  would  show  accurately  the 
changes  in  the  buying  power  of  things.  The  pecun- 
iary remuneration  to  the  laborer,  and  the  pecuniary 
remuneration  of  the  capitalist,  seem  to  me  to  be 
essential  ingredients  in  the  permanent  money  price 
which  is  to  pay  them  both ;  for  that  price  must 
permanently  be  such  as  will  so  pay  them,  and  so 
pay  them  adequately. 

Secondly,  I  do  not  think  that  abstinence  and 
labor,  or  the  rewards  of  them,  are  the  sole  elements 
in  the  existing  cost  of  production.  There  is  a  third, 
which  I  call  the  hire  of  the  present  plant,  —  of  the 
existing  productive  things  in  the  world.  Suppose 
that  a  man  goes  into  business  with  borrowed  capital 
only:  he  will  have  to  pay  the  "compensation"  to 
abstinence,  —  that  is,  the  interest  on  capital  to  the 
man  who  lends  him  the  money, — and  he  will  have 
likewise  to  hire  laborers  and  pay  them  their  wages. 
But  besides  this,  he  will  have  to  hire  machines  to 
make  his  things.  I  say  "hire,"  not  "buy";  for  as 
far  as  the  "cost  of  production"  goes,  this  word  gives 
more  readily  the  required  idea.  A  capitalist  who  has 
bought  his  machine  gets  back  his  money  by  an 
annuity  ;  in  the  price  of  each  bale  of  goods  which  he 
sells  he  includes  a  fraction  of  that  annuity  :  it  is  as 
if  he  hired  the  machine,  and  paid  so  much  per  bale 

*"Some  Leading  Principles,"  Part  i.,  Chap.  iii.  (page  50). 
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as  a  rent  or  royalty  for  using  it.  When  he  buys  the 
machine  he  commutes  this  royalty  for  a  sum  down  : 
but  he  must  get  it  repaid  him  annually,  for  all  that ; 
and  this  repayment  is  so  much  to  be  added  to  the 
interest  which  he  pays  on  his  borrowed  capital,  and 
to  what  he  pays  in  wages,  —  it  is  an  outlay  which  is 
a  compensation  neither  for  abstinence  nor  labor. 

Cairnes  would  probably  have  said  that  as  all  the 
machines  so  hired  were  produced  once  by  abstinence 
and  labor,  the  hire  of  them  was  really  a  compensa- 
tion to  that  past  abstinence  and  labor ;  but  here  his- 
torical investigation  again  helps  us.  We  have  seen 
that  the  existing  producing  things  of  the  world  are 
the  growth  of  a  long  history  ;  that  they  are  the  pro- 
duct of  many  things,  and  that  they  cannot  be  set 
down  as  the  products  of  simple  abstinence  and  sim- 
ple labor.  If  you  resort  to  a  historical  explanation, 
the  first  requirement  is,  that  the  history  must  be 
true ;  no  hypothesis  or  set  of  abstractions  can  here 
help,  —  the  appeal  is  to  what  has  happened  in  mat- 
ter of  fact,  and  what  is  said  to  have  thus  happened 
never  did  so.  And  you  cannot  even  confine  such  rea- 
soning to  somewhat  developed  states  of  society,  for 
the  very  essence  of  this  reasoning  is  to  go  back  into 
the  past  and  to  assume  that  the  cause  of  economical 
production  has  been  uniform, — has  always  been  the 
product  of  the  same  two  stated  agencies. 

And  not  only  are  the  real  facts  of  the  growth  of 
wealth  thus  inconsistent  with  the  analysis  which 
both  Mill  and  Cairnes  give  us  of  the  "cost  of  pro- 
duction," but  they  are  still  more  inconsistent  with 
the  analysis  of  that  cost  which  was  generally  held 
by  the  preceding  generation  of  English  economists, 
and  which  is  constantly  to  be  found  in  the  writings 
of  Bicardo,  —  though  what  seems  to  me  to  be  a  truer 
view  is,  as  I  shall  presently  show,  to  be  found  there 
also.  This  older  analysis  considers  that  "labor"  is 
the  sole  source  of  value,  and  that  all  things  of  the 
same  price  have  been  produced  by  an  equal  quantity 
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of  "labor";  but  this  older  theory  is  evidently  more 
unlike  the  facts  than  either  of  the  newer  ones.  We 
have  seen  that  these  were  not  true,  because  they 
assumed  that  two  factors  —  labor  and  abstinence  — 
were  the  sole  sources  of  wealth ;  and  a  fortiori  the 
older  theory  is  untrue,  for  it  assumes  that  a  single 
factor  —  labor  —  has  alone  produced  wealth. 

in. 

THE  difference  which  remains  over  in  the  hands  of 
the  capitalist  is  his  profit ;  and  this  is  a  most  essen- 
tial element  in  the  cost  of  production,  for  everything 
in  developed  trade  depends  on  him.  Unless  he  brings 
an  article  to  market  it  will  not  be  brought,  and  he 
will  not  bring  it  unless  he  has  enough  to  repay  him 
for  what  he  does ;  and  what  he  does  is  the  most  in- 
tellectual part  of  wealth  production  and  distribution.* 
He  is  to  the  rest  of  the  people  so  engaged  what 
the  general  is  to  the  army :  it  is  he  who  settles 
what  work  operatives  shall  do,  what  sums  clerks  shall 
add  up,  how  the  managing  men  shall  be  employed. 
Not  only  does  .he  save  his  capital  and  does  not  eat 
it,  not  only  does  he  risk  his  capital,  but  he  manipu- 
lates his  capital.  It  is  common  to  speak  of  the  intel- 
lectual part  of  profit  as  the  "wages  of  superintending 
wisdom"  :  you  might  as  well  call  whist  superintend- 
ing the  cards.  A  man  who  plays  cards  very  ill  will 
probably  "play"  his  capital  just  as  ill;  the  same 
kind  of  sagacity,  the  same  observation,  the  same  self- 
restraint  are  required  in  both.  But  though  this  is 
required  of  the  capitalist,  it  is  not  all  which  is  re- 
quired ;  there  is  quite  a  different  element  besides. 
All  business  is  in  the  nature  of  a  game  more  or 
less  difficult,  and  requires  the  same  sort  of  faculties 
and  same  kind  of  attention  as  a  game.  But  in  most 
trades  a  capitalist  has  to  govern  others ;  a  large 
employer  of  labor  has  to  govern  many  men.  He 


*  That  is,  of  course,  of  wealth-production  and  wealth-distribution  :  a  dash 
in  the  text  makes  the  whole  sentence  meaningless  there. —  ED. 
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has  not  only  to  move  his  pawns,  but  to  rule  his  pawns  ; 
the  pieces  with  which  he  plays  are  of  flesh  and 
blood,  and  will  not  move  unless  they  like  :  he  has  to 
manage  that  they  shall  like.  And  unless  he  is  paid 
for  all  this,  the  article  will  not  be  made. 

Bicardo  was  the  first  to  give  anything  like  this 
analysis  of  the  cost  of  production.  We  have  seen 
how  imperfect,  how  confused,  the  analysis  of  Adam 
Smith  was ;  nor  was  there  any  great  step  in  the 
matter  made  between  his  time  and  Bicardo's.  The 
subject  was  not  accurately  worked  out. 

The  analysis  of  Ricardo  was  undoubtedly  defect- 
ive, and  he  got  himself  into  a  difficulty  of  language 
which  perplexes  his  writings  and  puzzles  half  his 
readers.  Bentham  said  that  he  "confounded  'cost' 
and  '  value ' " ;  and  in  fact,  having  satisfied  himself 
that  things  of  equal  cost  of  production  will  in  the 
long  run  exchange  for  one  another,  he  came  to  speak 
of  the  effect  as  if  it  were  the  cause,  and  of  the  cause 
as  if  it  were  the  effect.  I  do  not  think  he  actually 
confused  the  two  in  thought,  but  he  often  seems  to 
do  so.  Not  being  a  highly  educated  man,  he  had,  as 
has  been  said,  a  curious  difficulty  in  the  use  of  ab- 
stract language ;  he  is  like  a  mathematician  in  whose 
work  there  are  a  good  many  small  inaccuracies,  but 
whose  work  is  still  in  the  main  right.  Of  course 
such  a  mathematician  is  a  very  imperfect  one  :  the 
essence  of  mathematics  is  accuracy.  In  the  same 
way  Bicardo  is  a  very  imperfect  abstract  writer  :  the 
essence  of  abstract  writing  is  precision,  and  in  his 
use  of  abstract  words  he  is  defective  in  precision. 
Still,  the  fault  is  of  words  only  :  when  you  come  to 
examine  the  thought,  you  find  that  there  was  no 
obscurity  in  it,  —  that  it  was  perfectly  clear  in  his 
mind. 

It  is  a  much  worse  fault  that  he  only  incom- 
pletely seized  the  notion  that  in  an  advanced  state 
of  society,  where  the  capitalist  brings  the  labor  and 
offers  the  article  for  sale,  the  cost  to  the  capitalist 
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is  that  which  regulates  the  value.  No  doubt,  as  we 
have  seen,  it  is  easy  to  imagine  a  simple  society, 
where  the  laborers  all  support  [ed]  themselves,  —  a  set 
of  hunters  and  weavers  and  fishers,  —  where  labor 
migrated  from  employment  to  employment  just  as 
one  was  better  remunerated  than  another,  and  in 
which.,  labor  being  the  sole  cost  of  production  (that 
is  to  say,  the  laborers  owning  their  own  food  and 
using  their  own  tools),  it  was  this  migration  which 
adjusted  exchangeable  value  to  cost ;  but  there  is  a 
much  quicker  adjustment  when  capital  is  movable 
and  rapidly  changes  from  employment  to  employ- 
ment. What  it  costs  the  capitalist  together  with  his 
profit  settles  the  value.  It  does  so,  though  the  rate 
of  wages  for  equal  qualities  of  labor  may  be  higher 
in  one  trade  than  another.  As  long  as  that  is  the 
case,  the  cost  will  be  higher  in  the  trade  where 
wages  are  higher,  and  therefore  the  article  produced 
will  sell  for  more ;  in  the  end,  labor  will  in  most 
cases  migrate  from  the  badly  paid  to  the  well-paid 
employment,  and  then  the  labor  in  both  will  be 
equally  remunerated,  and  the  price  so  far  as  it  de- 
pends on  labor  will  be  the  same :  but  even  before 
this,  the  cost  of  production  to  the  capitalist  will  reg- 
ulate the  price  just  as  much  as  it  does  afterwards. 

Ricardo  might  more  than  any  one  else  have  been 
expected  to  point  this  out ;  for  he  had  an  infinitely 
better  perception  of  the  quickness  with  which  capital 
moves  than  any  previous  economist,  and  of  the  way 
in  which  it  moves. 

"Whilst  every  man  is  free  to  employ  his  capital  where  he 
pleases,  he  will  naturally  seek  for  it  that  employment  which  is 
most  advantageous  ;  he  will  naturally  be  dissatisfied  with  a  profit 
of  10  per  cent.,  if  by  removing  his  capital  he  can  obtain  a  profit 
of  15  per  cent.  This  restless  desire  on  the  part  of  all  the  em- 
ployers of  stock,  to  quit  a  less  profitable  for  a  more  advantageous 
business,  has  a  strong  tendency  to  equalize  the  rate  of  profits  of 
all,  or  to  fix  them  in  such  proportions  as  may,  in  the  estimation  of 
the  parties,  compensate  for  any  advantage  which  one  may  have,  or 
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may  appear  to  have,  over  the  other.  It  is  perhaps  very  difficult 
to  trace  the  steps  by  which  this  change  is  effected  :  it  is  probably 
effected  by  a  manufacturer  not  absolutely  changing  his  employ- 
ment, but  only  lessening  the  quantity  of  capital  he  has  in  that 
employment.  In  all  rich  countries  there  is  a  number  of  men  form- 
ing what  is  called  '  the  moneyed  class ' ;  these  men  are  engaged 
in  no  trade,  but  live  on  the  interest  of  their  money,  which  is 
employed  in  discounting  bills,  or  in  loans  to  the  more  industrious 
part  of  the  community.  The  bankers  too  employ  a  large  capital 
on  the  same  objects.  The  capital  so  employed  forms  a  circulating 
capital  of  a  large  amount,  and  is  employed,  in  larger  or  smaller 
proportions,  by  all  the  different  trades  of  a  country.  There  is  per- 
haps no  manufacturer,  however  rich,  wrho  limits  his  business  to  the 
extent  that  his  own  funds  alone  will  allow ;  he  has  always  some 
portion  of  this  floating  capital,  increasing  or  diminishing  according 
to  the  activity  of  the  demand  for  his  commodities.  When  the  de- 
mand for  silks  increases  and  that  for  cloth  diminishes,  the  clothier 
does  not  remove  with  his  capital  to  the  silk  trade,  but  he  dismisses 
some  of  his  workmen,  he  discontinues  his  demand  for  the  loan 
from  bankers  and  moneyed  men  :  while  the  case  of  the  silk  manu- 
facturer is  the  reverse,  —  he  wishes  to  employ  more  workmen,  and 
thus  his  motive  for  borrowing  is  increased  ;  he  borrows  more : 
and  thus  capital  is  transferred  from  one  employment  to  another 
without  the  necessity  of  a  manufacturer  discontinuing  his  usual 
occupation.  When  we  look  to  the  markets  of  a  large  town,  and 
observe  how  regularly  they  are  supplied  both  with  home  and  for- 
eign commodities,  in  the  quantity  in  which  they  are  required, 
under  all  the  circumstances  of  varying  demand  arising  from  the 
caprice  of  taste  or  a  change  in  the  amount  of  population,  without 
often  producing  either  the  effects  of  a  glut  from  a  too  abundant 
supply,  or  an  enormously  high  price  from  the  supply  being  unequal 
to  the  demand,  we  must  confess  that  the  principle  which  appor- 
tions capital  to  each  trade  in  the  precise  amount  that  it  is  required, 
is  more  active  than  is  generally  supposed."  * 

From  this  passage  it  would  have  been  expected 
that  Eicardo  would  have  said  that  in  the  state  of 
industry  which  in  this  passage  he  was  dealing  with, 
the  cost  of  production  which  determines  the  price 
was  the  outlay  of  the  capitalist,  plus  his  profit,  and 
so  have  shown  the  subject  in  its  true  simplicity. 

*  Chap.  iv. 
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But  though  in  many  passages  he  approaches  to  this 
clearness,  though  continually  you  seem  to  see  the 
thought  in  his  mind,  he  never  quite  utters  it ;  you 
can  nowhere  find  it  in  words.  The  difficulty  of 
applying  to  real  life  the  cost  of  production,  when 
explained  in  any  other  sense,  comes  out  in  the  fol- 
lowing passage  :  — 

"In  speaking,"  says  Ricardo,  "however,  of  labor  as  being  the 
foundation  of  all  value,  and  the  relative  quantity  of  labor  as 
almost  exclusively  determining  the  relative  value  of  commodities,  I 
must  not  be  supposed  to  be  inattentive  to  the  different  qualities  of 
labor,  and  the  difficulty  of  comparing  an  hour's  or  a  day's  labor  in 
one  employment  with  the  same  duration  of  labor  in  another.  The 
estimation  in  which  different  qualities  of  labor  are  held,  comes 
soon  to  be  adjusted  in  the  market  with  sufficient  precision  for  all 
practical  purposes,  and  depends  much  on  the  comparative  skill  of 
the  laborer,  and  intensity  of  the  labor  performed.  The  scale, 
when  once  formed,  is  liable  to  little  variation.  If  a  day's  labor  of 
a  working  jeweler  be  more  valuable  than  a  day's  labor  of  a  com- 
mon laborer,  it  has  long  ago  been  adjusted  and  placed  in  its  proper 
position  in  the  scale  of  value."* 

And  fifty  years  ago,  when  manufactures  grew  but 
slowly,  and  when  the  arts  were  comparatively  sta- 
tionary, this  mode  of  speaking  may  not  have  been 
wholly  incorrect, — at  any  rate  was  not  perfectly 
false  :  but  nowadays  the  different  skill  used  in  dif- 
ferent employments  varies  incessantly  ;  it  tends  to 
increase  with  every  improvement  in  quality,  it  tends 
to  diminish  with  every  improvement  in  machinery. 
Even  between  the  same  employment  at  different  times 
it  is  difficult  to  compare  it,  and  between  two  differ- 
ent employments  it  is  impossible  to  compare  it.  In 
a  long  time  the  circulation  of  labor  from  employ- 
ment to  employment  no  doubt  brings  about  a  rough 
and  approximate  equality  :  but  this  is  only  in  a  long 
time ;  it  is  a  gradual  and  most  incalculable  operation. 
The  cost  of  production  would  hardly  in  any  practical 
sense  determine  price  at  all,  if  it  only  determined 
value  after  so  many  years  and  so  irregularly.  In 

*  Cbap.  i.,  §  2. 
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fact,  capital  travels  far  quicker  than  labor,  and  there 
is  some  approximate  equality  between  the  products 
of  two  equal  and  similarly  circumstanced  capitals  ; 
and  cost  of  production,  when  analyzed  properly,  is  a 
prompt  and  effective  regulator  of  "value." 

But  though  Bicardo  did  not  see  this,  as  it  is  easy 
to  see  it  now,  he  saw  more  clearly  than  many  people 
now  do  that  a  rise  of  wages  does  not  entail  a  rise 
of  prices.  As  yet  I  can  only  deal  with  the  case  of 
a  money-mining  country, —  a  country  of  gold  and 
silver  mines  :  whether  the  fact  that  money  —  that 
the  precious  metals  are  obtained  by  foreign  trade, 
does  or  does  not  make  a  difference,  will  appear  after- 
wards, but  in  the  money-mining  country  nothing 
can  be  clearer.  Nothing  can  change  relative  value 
except  that  which  alters  relative  cost  of  production  ; 
what  acts  equally  on  all  commodities  will  alter  the 
exchangeable  quality  of  none.  If  all  equal  capitals 
were  spent  in  wages  equally, —  say  if  one-half  of 
every  £100  was  always  so  spent  in  every  trade,  in- 
cluding money-mining, —  a  rise  say  of  20  per  cent, 
would  not  affect  values  at  all :  it  would  tell  on 
gold-mining,  as  well  as  on  every  other  kind  of  pro- 
duction. "Hats,"  to  take  Ricardo's  favorite  article, 
would  be  produced  at  20  per  cent,  more  cost,  but 
then  sovereigns  would  be  produced  at  20  per  cent, 
more  cost  also ;  and  therefore  there  would  be  no 
more  reason  for  raising  the  value  of  hats  as  against 
sovereigns  than  the  value  of  sovereigns  as  against 
hats,  —  the  cause  on  one  side  is  equal  to  the  cause 
on  the  other. 

This  is  at  present  curiously  neglected  in  our 
common  discussions.  So  far  from  political  econ- 
omy having  advanced  on  this  point  since  Kicardo's 
time,  it — at  least  the  common  exposition  of  it  —  has 
retrograded.  In  the  incessant  discussions  of  late 
years  as  to  the  effect  of  trades-unions,  it  is  perpetu- 
ally assumed  that  if  these  unions  extended  to  all 
employments,  and  if  they  produced  a  rise  of  wages 
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in  them  all,  they  would  certainly  and  necessarily 
produce  a  universal  rise  of  prices  ;  but  the  slightest 
thought  would  have  shown  that  this  rise,  at  least 
in  a  gold-mining  country,  would  act  on  the  gold  as 
well  as  on  the  commodities  exchanged  for  gold,  and 
that  the  effect  upon  the  one  would  counterbalance 
the  effect  upon  the  other. 

Ricardo's  conception  of  the  cost  of  production  was 
over-simplified  ;  it  left  out  part  of  the  truth,  and 
consequently  gave  an  undue  prominence  to  the  other 
parts  :  but  the  slightest  comparison  between  it  and 
the  ideas  of  Adam  Smith  will  show  how  great  is  the 
advance  which  political  economy  has  made  between 
the  two  writers.  Ricardo's  is  a  first  approximation 
to  an  exact  science ;  Adam  Smith's  is  but  a  set  of 
popular  conceptions, —  always  sensible,  but  often  dis- 
cordant. 

IV. 

BUT  it  will  be  asked,  If  in  each  trading  country  the 
trader  must  receive  the  rate  of  profit  of  the  coun- 
try, what  is  it  which  determines  that  rate  of  profit  ? 
and  this  is  rather  a  long  topic  of  inquiry. 

For  popular  purposes,  it  is  easy  to  say  that  the 
profit  of  a  capitalist  in  any  undertaking  is  that 
which  remains  after  the  cost  of  that  undertaking  has 
been  satisfied  ;  the  outlay  must  be  repaid,  and  what 
remains  over  is  profit.  But  in  an  ordinary  under- 
taking, say  in  making  cotton  twist,  there  is  this 
difficulty  :  a  great  deal  of  the  outlay  is  upon  ma- 
chines and  raw  material,  which  are  the  results  of 
previous  undertakings,  and  which  must  in  the  long 
run  be  valued  at  the  outlay  on  these  undertakings, 
plus  the  profit  at  the  rate  of  the  time  and  country  ; 
and  this  profit  is  exactly  what  we  are  in  search  of. 
The  common  trade  facts  do  not  give  us  that  which 
we  want  to  know  in  a  sufficiently  simple  form. 

Supposing  one  capitalist  ordered  the  whole  article 
from  the  beginning :  suppose  the  country  was  one  in 
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which  cotton  was  grown,  and  suppose  that  the  capi- 
talist who  grew  it  made  all  the  necessary  machines 
(including  any  preliminary  ones  necessary  to  make 
them), —  it  is  evident  that  his  outlay  would  be  of  one 
sort,  wages  only.  He  would  have  to  deal  exclusively 
with  laborers,  for  he  would  go  himself  to  the  root 
of  the  matter,  and  would  employ  the  results  of  no 
previous  capitals.  His  outlay  would  then  consist 
of  wages  only,  and  his  profit  would  be  the  amount 
remaining  to  him  when  that  outlay  was  recouped. 
He  would  sell  his  article,  and  his  profit  would  be 
the  price  minus  the  wages  paid. 

This  analogy  represents  the  real  facts  much  more 
accurately  than  would  at  first  sight  appear.  Sup- 
posing the  profits  of  all  trades  to  be  equal,  it  would 
represent  them  exactly.  The  manufacture  of  a  con- 
sumable article  is  divided,  say  into  a  hundred  under- 
takings, by  various  capitalists.  If  any  one  of  these 
were  —  all  things  considered  —  more  profitable  than 
the  others,  capital  would  leave  those  others  and 
would  collect  in  it.  The  natural  tide  of  capital  from 
the  less  to  the  more  remunerative  enterprise  makes 
the  profits  in  each  part  of  an  entire  manufacture 
equal ;  which  is  as  much  as  to  say  that  it  makes  the 
entire  manufacture  just  what  it  would  have  been 
had  one  single  capitalist  ordered  or  managed  the 
whole  of  it  from  the  very  beginning  to  the  very  end. 
As  we  have  seen,  this  doctrine  of  the  equality  of 
profit  is  but  an  approximation ;  but  we  have  also 
seen  that  it  is  a  most  useful  approximation,  and  what 
are  the  corrections  to  be  made  in  using  it.  Subject 
to  these  corrections,  therefore,  we  can  say  that  the 
profit  on  an  article  entirely  made  and  manufactured 
in  the  same  country  is  the  price  of  the  article  minus 
the  wages  spent  on  it.  But  we  must  reserve  an  in- 
quiry into  the  possible  profit  where  foreign  materials 
and  machines  are  used ;  for  there  is  no  transfer 
hither  and  thither  of  capitals  between  nations,  and 
no  consequent  equality  in  the  returns  on  them.  We 
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can  only  return  to  that  case  after  examining  the 
primitive  simple  one,  where  everything  is  made  in 
the  same  country. 

You  say,  I  shall  be  told,  that  the  profit  is  the 
selling  price  minus  the  outlay ;  but  you  do  not  tell 
us  what  is  the  selling  price.  Nor  can  it  be  told  with- 
out seeing  how  money  is  obtained.  The  price  of  a 
thing  is  the  money  for  which  it  exchanges ;  and 
you  must  consider  the  nature  of  it  before  you  can 
know  what  that  price  will  be. 

The  money  of  commerce  is  composed  of  the  pre- 
cious metals,  gold  and  silver,  —  say  for  shortness,  gold, 
which  is  a  commodity  like  any  other :  it  is  raised  in 
the  same  way  as  iron,  and  according  to  the  same 
laws ;  the  capitalist  must  have  in  it  the  same  profit 
that  he  has  in  other  trades,  and  no  more.  But  the 
difference  between  it  and  other  trades  is,  that  there 
is  no  need  to  sell  the  article.  A  capitalist  raises  so 
much  gold,  after  a  certain  outlay ;  he  can  take  that 
gold  to  the  mint,  and  the  difference  between  it  and 
the  outlay  is  the  profit.  There  is  no  haze  about  it, — 
no  difficult  words  such  as  "price"  and  "value":  it  is 
a  definite  physical  quantity, — 10,000  sovereigns  were 
expended  on  the  mine,  and  11,000  came  out,  making 
a  profit  of  10  per  cent.  The  standard  rate  of  profit 
in  money  mining  is  the  rate  of  profit  in  the  least 
productive  money  mine  that  can  keep  itself  at  work  : 
all  other  profits  compare  themselves  with  that,  for 
money  is  the  standard  of  comparison,  the  reckoning 
engine. 

Suppose  it  took  a  third  less  labor  and  a  third  less 
machines  to  produce  an  ounce  of  gold :  an  ounce  of 
gold  will  exchange  for  one-third  less  of  other  things  ; 
its  buying  power  will  be  that  much  less ;  corn,  cotton, 
and  all  other  things,  will  exchange  for  so  much  more 
of  it.  The  money  price  of  mining  machinery  will 
rise,  the  outlay  of  money  necessary  to  work  mines 
will  augment,  and  the  return  to  it,  though  greater  in 
quantity,  will  be  identical  in  proportion,  —  will  be  the 


COST   OF  PRODUCTION.  465 

same  rate  per  cent.  The  gold  mines  which  cannot 
pay  that  profit  will  be  disused,  just  as  old  worn-out 
iron  mines  are  disused,  and  from  the  same  cause, — 
it  no  longer  pays  to  work  them.  There  will,  how- 
ever, be  this  difference  :  though  the  rate  of  profit  in 
the  gold  trade  will  be  the  same,  in  other  respects  the 
trade  will  have  changed ;  general  prices  will  have 
altered.  In  consequence,  more  money  will  be  neces- 
sary to  circulate  the  same  commodities, — to  do  the 
same  business.  The  same  moneyed  capital  in  the 
gold  trade  will  produce  the  same  number  of  sov- 
ereigns as  before ;  it  will  yield  as  much  per  cent. 
The  change  will  be,  that  the  same  " moneyed  capital" 
will  buy  less  labor  and  fewer  machines,  and  the 
number  of  sovereigns  that  make  the  profit,  though 
the  same,  will  buy  less  of  other  things. 

At  every  particular  value  of  a  sovereign  there  are 
a  certain  number  of  sovereigns  required  to  carry  on 
the  business  of  a  country.  If  more  than  that  number 
is  supplied,  their  value  —  their  buying  power  —  will 
diminish,  and  the  price  of  all  other  things  measured 
against  them  will  rise.  The  machinery  and  labor  by 
which  sovereigns  are  made  are  a  part  of  those  other 
things,  and  their  price  will  rise  too.  The  outlay  on 
the  production  of  sovereigns  will  augment,  and  there 
will  be  a  discouragement  to  produce  them.  The  price 
in  "sovereigns"  of  all  other  articles  will  have  risen, 
as  well  as  the  outlay  on  their  production ;  the  ap- 
parent profit  in  producing  them  will  therefore  be  as 
before.  But  though  the  outlay  on  a  given  number  of 
sovereigns  has  risen,  they  are  in  no  way  better  than 
before.  There  will  therefore  be  a  diminution  in  the 
production  of  sovereigns,  and  the  number  in  circula- 
tion will  be  reduced  to  that  required  at  cost  value  to 
conduct  the  trade  of  the  country. 

****** 

The  money  rate  of  wages  is  a  case  of  "supply  and 
demand,"  using   those  words  in  the   sense   in   which 
they  have  been  explained ;  that  is,  it  is  determined 
VOL.  V.— 30 
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by  the  amount  of  money  which  the  owners  of  it  wish 
to  expend  in  labor,  by  the  eagerness  with  which 
they  want  that  labor,  by  the  amount  of  labor  in  the 
market  which  wishes  to  sell  itself  for  money,  and 
by  the  eagerness  with  which  the  laborers  desire  that 
money.  This,  as  we  have  seen,  is  peculiarly  a  case 
in  which  the  market  feelings  of  the  two  bodies  of 
exchangers  are  carefully  to  be  considered.  If  the 
laborers  are  in  want,  they  must  take  whatever  the 
capitalists  offer  them;  if  the  capitalists  are  in  want, 
they  must  buy  the  labor  on  the  cheapest  terms  they 
can,  but  get  it  they  must.  And  the  capitalist  is  as 
likely,  perhaps,  to  be  in  want  as  the  laborer.  It  is 
true  that  the  distress  of  the  laborer  is  much  more 
conspicuous,  and  that  he  advertises  it ;  he  goes  about 
saying,  "I  am  starving,  and  it  is  the  tyranny  of 
capital  which  is  killing  me."  But  it  is  also  true  that 
the  capitalist  is  in  danger  of  ruin,  and  that  he  con- 
ceals it :  if  he  cannot  complete  contracts  which  he 
has  made,  if  he  has  to  stay  out  of  a  return  from  his 
business  longer  than  he  can  afford,  he  is  ruined.  But 
he  will  never  say  this,  because  it  may  injure  his 
credit  and  quicken  the  coming  of  the  evil.  He  will 
lie  awake  with  anxiety  till  his  hair  turns  prematurely 
gray,  and  till  deep  lines  of  care  form  on  his  brow, 
but  will  say  nothing.  And  it  is  necessary  to  insist 
on  this  now,  because  our  current  literature  —  some 
even  of  our  gravest  economical  literature  —  is  danger- 
ously tainted  with  superficial  sentiment :  it  speaks 
much  of  the  sufferings  of  the  working  men  which 
are  seen,  and  little  of  those  of  the  capitalist  which 
are  not  seen ;  but  the  capitalist,  being  a  higher 
and  more  thinking  kind  of  man,  is  probably  of  more 
sensitive  organization  than  the  laborer,  and  pecuniary 
anxiety  is  a  more  racking  thing  than  any  physical 
kind  of  pain  short  of  extreme  hunger.  The  mental 
feelings  of  the  capitalist  must  just  as  much  be  re- 
garded as  those  of  the  laborer,  in  computing  the  rate 
at  which  the  money  of  the  one  will  bo  exchanged 
for  the  labor  by  the  other. 
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The  real  remuneration  of  the  laborer  is  of  course 
not  settled  by  this  bargain.  Money  is  of  no  use  to 
him  any  more  than  to  others,  except  for  what  it 
will  fetch, — indeed,  as  his  wants  are  more  immedi- 
ate he  feels  this  truth  more  than  most  others;  and 
of  what  use  it  will  be,  is  settled  by  its  purchasing 
power.  This  is  again  but  a  new  case  of  supply  and 
demand,  in  the  full  sense  of  those  terms.  If  the  la- 
borer is  needy  and  has  nothing  beforehand,  he  will 
not  be  able  to  make  his  money  go  so  far,  —  he  will 
be  obliged  to  take  anything  which  the  shopkeeper 
will  give  him;  at  other  times  he,  like  other  people, 
may  buy  the  goods  of  a  bankrupt,  "going  at  a 
sacrifice."  He  is  also  at  the  mercy  of  the  other 
causes  which  raise  the  price  of  the  articles  on  which 
he  spends  his  money.  A  short  harvest  will  send  up 
the  price  excessively,  by  diminishing  the  supply  of 
food,  which  the  laborer  wants  more  than  anything 
else  in  the  world ;  "the  passage  of  an  army  through 
the  district  will  just  as  much  effect  this,  by  intro- 
ducing new  mouths  to  be  fed  who  take  the  food, 
with  paying  for  it  or  without.  The  real  remuneration 
of  the  laborer  in  commodities  is  settled  by  one  case 
of  ordinary  exchange  against  money,  just  as  the 
money  price  of  that  labor  is  settled  by  another. 

It  has  indeed  been  contended  that  there  is 
something  special  in  the  article  "labor"  which 
affects  this  matter.  It  is  said  that  if  "labor"  is 
not  sold  on  a  certain  day,  —  that  is,  if  the  laborer 
is  idle,  —  that  labor  is  lost  in  consequence ;  whereas 
"commodities"  are  permanent,  and  can  be  sold  one 
day  as  well  as  another.  But  many  commodities  are, 
as  we  all  know,  very  perishable,  and  are  so  without 
changing  the  principle  on  which  their  price  is  settled ; 
and  hiring  a  man  and  hiring  a  horse  are  obviously 
acts  of  the  same  species.  The  laws  which  settle  mon- 
etary value  are  the  same  in  the  case  of  labor  as  in 
other  cases. 
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THE  account  of  the  market  price  given  in  the  text,  though  long, 
and  though  I  trust  complete  enough  for  its  purpose,  is  not  com- 
plete, and  I  should  like  to  add  to  it  a  little.  Political  economy 
tends  to  become  unreal  if  it  stands  aloof  from  even  the  minutice  of 
trading  transactions. 

First.  It  is  assumed  in  the  text  that  the  person  who  proposes 
to  sell  an  article  is  possessed  of  it, — is  a  "holder,"  as  we  say  in 
market  language  ;  but  nothing  can  be  more  untrue  than  to  imagine 
that  this  is  always  so  in  markets.  Many  persons  perpetually  sell 
what  they  do  not  possess  ;  and  this  great  change,  as  is  natural,  makes 
other  changes.  The  buyer's  position  is  not  indeed  altered  ;  very  prob- 
ably he  neither  cares  nor  knows  whether  the  person  proposing  to 
deal  with  him  does  or  does  not  possess  the  article:  he  thinks  only 
whether  the  dealer  will  or  will  not  be  able  to  deliver  it ;  if  he 
gets  it  in  time  to  satisfy  the  contract,  that  is  all  which  he  cares 
for.  But  the  seller  has  a  new  point  to  think  of  :  not  holding  the 
article  himself,  he  must  consider  at  what  price  he  will  be  able  to 
obtain  it.  This  is  by  no  means  in  all  cases  an  easy  matter.  The 
Americans  have  invented  a  cant  word  for  an  organized  mode  of 
obstructing  it  :  a  "corner,"  in  their  language,  is  a  gang  of  persons 
who,  having  heard  that  some  one  has  need  of  a  particular  article, 
obtain  possession  of  the  whole  supply  of  it  in  the  market,  and  will 
only  sell  it  to  him  at  an  excessive  price.  With  the  great  articles 
of  consumption  this  attempt  is  futile,  —  the  supply  of  them  is  too 
large  and  too  much  divided  ;  but  with  articles  held  by  few  dealers 
in  small  quantities, — like  many  securities  of  minor  importance  on 
the  Stock  Exchange,  —  such  a  plan  is  always  possible  and  often 
profitable;  and  a  person  who  sells  what  he  has  not  got  must  reckon 
on  the  risk  of  it.  This  is  one  considerable  change  from  the  circum- 
stances of  ordinary  bargains;  and  another  is,  that  no  one  makes  a 
sale  of  this  sort  to  obtain  the  means  of  meeting  a  liability.  In 
common  business  it  often  happens  that  a  man  must  sell  at  a  loss, 
because  he  has  an  "acceptance"  to  pay  next  day,  and  no  other 
means  of  paying  it;  but  selling  that  which  you  do  not  possess,  and 
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which  you  must  at  once  buy  and  pay  for  elsewhere,  is  of  little  use 
in  such  a  strait.  It  may  bring  a  percentage  of  profit,  but  the 
corpus  of  the  capital  will  not  be  available  for  the  discharge  of  pre- 
existing liabilities;  it  will  be  immediately  paid  out  as  part  of  the 
transaction  which  brought  it  in. 

In  this  case,  therefore,  the  first  condition  of  the  formula  must 
be  modified,  and  the  early  part  of  it  will  run:  — 

"A  bargain  will  be  struck  when  the  seller  thinks  he  cannot 
obtain  more  from  the  buyer  with  whom  he  is  dealing,  or  from  any 
other ; 

"When  he  thinks  he  can  himself  obtain  the  article  at  a  less 
price,  and  is  willing  to  take  the  trouble  and  incur  the  risk  of 
attempting  to  do  so." 

And  the  rest  will  stand  as  in  the  text. 

Secondly.  There  is  a  corresponding  case  in  which  the  buyer  has 
not  the  money,  at  least  not  nearly  the  whole  of  it,  at  the  time  he 
makes  the  bargain.  In  Stock  Exchange  transactions  this  is  exceed- 
ingly common:  many  buyers  cannot  pay  for  the  securities  they  pur- 
chase except  by  mortgaging  those  securities;  many  banks  lend  on 
them,  taking  a  10  or  a  20  per  cent,  margin,  as  it  may  be.  In  the 
cotton  and  other  produce  markets  there  are  similar  loans:  the  buyer 
has  only  a  fraction  of  the  purchase  money  himself;  he  borrows  the 
rest  on  the  goods  which  are  the  subject-matter  of  the  transaction 
in  order  to  complete  it.  In  this  case,  naturally,  there  are  the  two 
contrary  peculiarities  to  the  last:  the  buyer  has  to  consider  whether 
he  thinks  he  will  be  able  to  borrow  the  money,  and  whether  the 
terms  on  which  he  will  borrow  it  are  good  enough  to  make  the 
transaction  worth  his  while.  There  is  in  this  case  no  fear  of  his 
being  "cornered,"  —  at  least,  not  in  a  large  money  market  like  the 
English:  the  voluntary  operations  of  no  gang,  however  powerful, 
would  ever  prevent  the  holder  of  good  securities  from  obtaining 
money;  but  the  involuntary  circumstances  of  all  dealers  may  pre- 
vent him.  In  a  panic  there  may  be  no  money  to  be  obtained,  and 
he  may  be  ruined  by  being  unable  to  complete  his  contract;  and  at 
a  less  excited  moment,  scarcity  of  money  may  easily  raise  the  rate 
of  interest  to  a  point  so  high  as  to  turn  the  profit  he  expects  on  the 
transaction  into  a  loss.  In  consequence,  the  second  half  of  the  first 
condition  must  be  changed  into  this :  — 

"  When  the  buyer  thinks  he  can  borrow  the  requisite  money ? 
and  when  he  is  sufficiently  desirous  of  the  article  to  make  him  take 
the  trouble  and  incur  the  risk  of  attempting  to  do  so." 

Till  now  we  have  been  speaking  only  of  what  are  called  ' '  legit- 
imate" transactions, — bargains,  that  is,  which  are  intended  to  be 
performed,  and  which  mostly  are  performed;  but  there  is  another 
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great  class  of  contracts  which  are  not  intended  to  be  performed 
according  to  their  terms,  and  which  are  not  so  performed.  These 
are  "time  bargains,"  of  which  there  are  some  in  most  markets,  but 
of  which  the  Stock  Exchange  is  the  great  seat.  It  is  as  common 
as  anything  here  that  a  man  should  buy  £20,000,  say,  "Peruvians," 
for  a  few  days  only,  never  intending  to  pay  for  them  and  never 
intending  to  take  them.  The  seller  on  his  side  understands  that 
they  are  not  meant  either  to  be  delivered  or  to  be  paid  for.  The 
real  contract  is  different  from  the  verbal  one  ;  it  is,  that  on  the 
day  on  which  the  bargain,  according  to  its  terms,  is  to  be  per- 
formed, —  the  account  day,  as  it  is  called,  —  the  price  of  the  bar- 
gain is  to  be  compared  with  the  price  of  the  day,  and  that  the 
buyer  is  to  receive  the  difference  if  the  price  of  the  day  is  the 
greater,  and  to  pay  the  difference  if  the  price  of  the  bargain  —  the 
price  at  which  he  bought  —  is  the  greater.  In  plain  English,  if  the 
price  rises  between  the  time  of  the  purchase  and  the  "settlement," 
the  buyer  is  to  have  the  difference;  if  it  falls,  the  seller  is  to  have 
it.  The  bargain  is  in  fact  a  bet  disguised  as  a  sale:  each  party  is 
to  win  if  the  event  he  "backs,"  happens,  and  to  lose  if  it  does  not. 
In  this  case  the  bargain  will  be  struck  — 

When  the  buyer  thinks  he  cannot  induce  the  seller  to  fix  a  less 
price  ; 

When  he  thinks  this  price  likely  to  be  less  than  the  price  on  the 
future  day  of  settlement  ; 

When  he  thinks  the  chance  of  the  difference  he  will  receive  if 
his  anticipation  is  right,  worth  the  risk  of  that  which  he  must  pay 
if  his  anticipation  is  wrong  ; 

When  the  seller  cannot  induce  the  buyer  to  name  a  greater 
price,  and  when  he  thinks  just  the  contrary  as  to  these  comparative 
prices  and  their  resulting  difference. 

The  "bulls"  are  speculators  of  this  kind  who  buy,  and  the 
"bears"  speculators  who  sell;  but  the  object  of  both  is  to  gain  the 
"difference,"  —  the  former  being  sanguine  and  thinking  the  price 
will  rise,  and  the  latter  being  gloomy  and  expecting  it  to  fall.  It 
curiously  happens,  I  believe,  that  the  common  outside  public  are 
almost  always  "bulls,"  —  that  is,  take  a  cheerful  view;  and  that  it 
is  the  inside  or  professional  operator  who  expects  things  to  go 
down.  And  of  course  the  sanguine  people  are  those  who  lose  ;  the 
cool  inside  speculator  lives  on  the  folly  of  the  outside  world. 

Time  bargains  are,  more  than  any  others,  influenced  by  preceding 
bargains.  When  a  stock  is  rising,  many  people  will  rush  to  bet 
that  it  will  rise  more;  when  it  is  sinking,  not  so  many  people,  but 
still  many  people,  will  be  eager  to  bet  that  it  will  fall  further. 
People  who  wish  to  bet  on  one  side  or  the  other  naturally  choose 
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the  side  which  is  at  the  moment  winning,  unless  they  have  a 
reason  to  the  contrary;  and  many  of  these  speculators  seldom  have 
much  reason.  In  consequence,  attempts  to  rig  the  market  are  more 
successful  in  this  kind  of  business  than  in  any  other:  a  league  of 
knowing  speculators  which  can  make  the  market  rise  a  little  will 
be  sure  to  be  imitated  by  a  crowd  of  unknowing  ones,  and  will  be 
able  to  make  money  at  their  cost. 

Of  course  it  is  possible  to  pursue  these  transactions  upon  a  sound 
calculation;  if  a  man  has  a  real  reason  for  thinking  that  a  stock 
will  ultimately  rise  very  much,  he  may  succeed  by  "time  bargains" 
in  it:  but  those  who  have  a  sound  reason  for  what  they  do,  and 
those  who  gain  by  it,  are  few  in  comparison  with  those  who  have 
only  fancies  and  who  lose. 

There  is,  too,  an  obvious  defect  in  the  formula  of  the  text:  it 
treats  "money"  —  meaning  all  kinds  of  purchasing  power  —  as  if 
they  were  the  same ;  but  in  reality  they  are  different.  ' '  Cash "  on 
delivery  is  better  than  a  sale  on  credit,  or  than  the  best  bill  at  a 
long  date.  The  ready-money  price  of  a  thing  is  in  consequence 
always  lower  than  the  credit  price;  at  least  it  is  so  when  the 
delivery  of  the  article  is  equally  immediate  in  the  two  cases.  On 
the  Stock  Exchange  —  in  the  "consol"  market,  for  example  —  it  is 
occasionally  said  that  the  "ready-money"  price  is  greater  than  the 
price  for  the  "account"  (the  account  days  are  twice  a  month);  but 
this  only  means  that  the  stock  is  very  scarce,  and  that  in  conse- 
quence it  is  much  more  convenient  to  deliver  it  a  few  days  later 
than  at  once.  The  payment  and  the  delivery  are  in  both  cases 
identical.  Wherever  there  is  a  real  sale  on  credit,  the  price  is 
always  higher  than  in  a  sale  for  cash,  because  the  buyer  loses  the 
use  of  the  money  for  a  time;  and  the  credit  price  is  sometimes 
much  greater,  because  the  buyer  may  not  be  a  man  in  much 
repute,  and  therefore  the  seller  may  be  disposed  to  ask  a  high 
premium  for  placing  confidence  in  him,  and  he  may  be  obliged  to 
pay  it. 

The  use  of  the  formula  given  in  the  text  will,  however,  lead  to 
no  mistake  on  this  ground  when  we  know  how  to  construe  it.  A 
credit  price  can  at  once  be  reduced  to  a  cash  price  as  soon  as  we 
know  the  time  for  which  it  was  given,  and  the  degree  of  trust 
reposed. 

There  are  also  two  speculative  difficulties  which  should  be 
cleared  away.  It  is  often  said  that  we  ought  to  include  in  the 
term  "supply,"  or  whatever  equivalent  word  we  use,  not  merely 
the  supply  which  is  really  in  the  market  but  that  which  is  coming 
to  it, — as  it  is  phrased,  the  "prospective"  supply,  as  well  as  the 
"actual";  but  I  think  that  this  would  be  a  mistake.  In  the  first 
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place,  it  would  be  quite  contrary  to  the  ordinary  phraseology  of 
the  markets;  their  language  always  distinguishes  that  which  is  on 
the  spot  as  the  supply  par  excellence:  and  it  is  always  most  un- 
fortunate in  an  abstract  theory  to  use  a  word  in  one  sense,  which 
those  who  are  most  concerned  with  and  most  practically  skilled  in 
the  subject  of  that  theory  use  in  a  different  sense  ;  the  consequent 
puzzles  are  incessant  and  important.  And  in  this  case  the  language 
of  the  market  defines  a  vital  distinction :  there  is  a  great  difference 
between  that  part  of  the  supply  of  a  commodity  which  can,  if  its 
owners  choose,  be  used  to  make  good  a  contract,  and  that  part 
which,  from  distance  or  incompleteness  of  growth  or  make,  cannot 
in  physical  possibility  be  so  used.  The  actual  supply  for  the  pur- 
pose of  any  bargain  is  that  with  which  the  bargain  can  be  per- 
formed; this  is  what  ordinary  dealers  would  say  they  dealt  in. 
The  coming  supply,  near  or  distant,  certain  or  uncertain,  complete 
or  incomplete,  influences  the  opinions  of  dealers  and  their  wishes; 
it  makes  them  more  or  less  anxious  to  keep  or  to  sell  the  actual 
supply:  but  both  in  practical  effect  and  in  scientific  conception  the 
two  are  distinct. 

It  is  also  asked  whether,  when  we  say  that  " supply"  influences 
price,  we  mean  estimated  supply  or  real  supply.  In  the  formula  of 
the  text,  I  have  not  used  the  word  "supply,"  for  fear  of  ambiguity  ; 
but  have  been  careful  to  say  that  "I  speak  of  the  actual  quantity" 
of  the  article  in  the  market.  The  effect  of  this  is  very  great, 
independently  of  the  estimate  of  it,  because  the  dealers  who  hold 
it  —  especially  those  who  hold  most  of  it  —  are  in  general  somewhat 
anxious  to  be  rid  of  it.  What  each  man  holds,  and  what  he  has 
to  sell,  is  a  much  more  vital  thing  to  him  than  that  which  others 
hold;  a  little  addition  to  his  own  stock  is  apt  to  influence  him 
much  more  than  a  great  increase  to  the  stock  in  the  hands  of 
others.  It  is  the  "actual  supply"  which  is  the  first  force  in  the 
market,  because  each  bit  of  it  acts  on  the  holder  of  that  bit,  and 
mostly  guides  him  more  than  anything  else. 

Of  course,  however,  the  "estimated"  supply  —  the  notion  every 
dealer  has  about  the  amount  held  by  every  other  dealer  —  also 
influences  all  transactions :  it  acts  on  the  mental  element,  —  on 
opinion  and  on  desire;  according  as  it  is  less  or  more,  it  makes 
the  seller  less  or  more  likely  to  think  the  article  is  likely  to  fall, 
and  less  or  more  anxious  to  dispose  of  it.  But  the  estimate  of  one 
man  will  differ  from  that  of  another,  and  the  effect  on  one  will  be 
counteracted  by  the  effect  on  the  other;  and  we  must  not  confound 
the  chance  results  of  these  varying  opinions  with  the  steady  desire 
of  each  dealer  to  dispose  of  his  own  article.  In  the  language  of 
the  market,  "supply"  means  real  supply;  and  in  discussions  about 
markets,  it  is  much  the  best  to  speak  in  the  same  way. 
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THE  ALLEGED  AND   THE  REAL  ADVANTAGES  OF  AN  INTER- 
NATIONAL COINAGE. 

[From  the  Economist,  Oct.  31,  1868.] 

THE  Report  of  the  Decimal  Coinage  Commissioners 
is  a  very  sensible,  though  not  a  very  original  docu- 
ment. Perhaps  it  was  not  possible  that  so  many 
clever  men  of  different  kinds  of  minds  would  concur 
in  anything  remarkably  new.  On  the  main  point 
submitted  to  them  they  have  arrived  at  a  sound  con- 
clusion :  they  were  principally  asked  whether  it  was 
or  was  not  wise  to  alter  by  twopence  the  value  of 
the  English  sovereign  in  order  to  make  it  equivalent 
to  a  25-franc  piece,  and  they  have  reported  that 
it  would  not  be  advisable.  Taken  alone  and  by 
itself,  such  a  change  would  not  be  worth  the  trouble 
it  must  cost  ;  a  slight  alteration  in  such  matters 
often  entails  nine-tenths  the  cost  of  a  great  alteration, 
though  it  will  not  bring  a  tenth  of  the  advantages. 
Instead,  the  Commissioners  suggest  that  there  shall 
be  a  new  international  congress,  in  which  on  account 
of  its  magnitude  and  difficulty  the  subject  should 
be  again  discussed,  especially  with  the  -object  of  in- 
vestigating whether  the  English  sovereign  would  not 
be  on  the  whole  the  best  basis  for  an  international 
currency,  and  whether  foreign  nations  could  not  be 
induced  to  agree  to  it  as  such.  On  this  last  point  we 
have  much  doubt,  as  we  shall  hereafter  explain ;  we 
fear  any  great  change  by  all  nations  must  be  accom- 
panied, in  seeming  at  least,  by  an  equality  of  cost 
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and  difficulty  to  all  nations.  If  any  one  nation  is  to 
retain  its  main  coin,  and  all  other  nations  are  to 
take  that  coin,  the  world  we  fear  would  think,  inerad- 
icably  think,  such  nation  favored.  But  besides  their 
decision  the  Commissioners  have  given  us  a  vast 
mass  of  excellent  information,  which  will  enable 
those  who  wish  to  form  a  sound  opinion  to  attain  it 
without  real  difficulty.  As  yet  in  England  this  ques- 
tion has  never  advanced  to  a  practical  stage ;  it  has 
been  a  favorite  with  philosophers,  it  has  interested 
individual  men  of  business,  but  it  has  not  reached 
common  persons.  Now  that  we  have  a  large  mass 
of  true  information,  easily  accessible  and  easily  intel- 
ligible, the  public  may  begin  to  form  a  steady  opinion. 

What  then  are  the  alleged  advantages  of  an  inter- 
national coinage  ?  They  may  be  roughly  classed 
thus :  first,  those  which  concern  the  convenience  of 
travelers ;  secondly,  those  which  relate  to  the  ex- 
change and  transmission  of  coin ;  thirdly,  those  which 
relate  to  statistics ;  and  fourthly,  those  which  are 
concerned  with  general  trade.  Either  in  this  article 
or  in  a  succeeding  one  we  shall  say  a  little  on  each 
of  these. 

As  to  the  alleged  convenience  of  travelers,  we  can- 
not think  that  now  and  in  the  policy  of  England  it 
ought  to  have  the  slightest  weight.  No  doubt  cases 
can  easily  be  imagined  in  which  such  a  consideration 
would  be  most  important :  if  every  English  county 
had  a  different  coinage,  the  vexation  to  travelers 
would  be  unbearable.  Twenty  years  ago  each  of  the 
Swiss  Cantons  had  actually  such  a  separate  coinage ; 
and  what  was  worse,  the  coins  of  the  same  name 
and  much  the  same  look  had  different  values  in 
adjoining  cantons,  —  batzen  were  one  thing  here  and 
another  thing  there.  In  this  very  evidence,  Professor 
Leone  Levi  tells  us  that  on  returning  to  Italy,  his 
native  country,  he  has  seen  the  use  of  monetary 
reform.  Formerly  each  of  the  little  Italian  states 
had  a  currency  of  its  own,  —  in  the  Middle  Ages 
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sovereigns  clung  hard  to  the  prerogative  of  coining,  be- 
cause in  case  of  need  they  might  ease  their  treasury 
by  depreciating  the  standard  ;  and  on  that  account 
ancient  Europe,  as  we  may  almost  call  it  —  the  world 
before  modern  changes  began  —  was  incumbered  with 
many  petty  coinages.  But  now  this  evil  is  much 
diminished :  the  progress  is  steady  and  rapid  towards 
a  few  great  nations  and  a  few  great  currencies,  and 
therefore  travelers  are  inconvenienced  very  little  ;  the 
difficulty  which  an  Englishman  finds  in  getting  francs 
to  pass  in  France  is  nothing.  So  long  as  countries 
are  large  and  their  inhabitants  numerous,  no  one 
would  wish  to  derange  the  many  transactions  of  the 
millions  that  stay  at  home  to  facilitate  a  little  the 
few  transactions  of  the  hundreds  who  go  abroad  : 
the  good  to  be  realized  is  not  at  all  equal  to  the  evil 
to  be  incurred. 

Secondly :  as  to  the  exchanges,  there  is  much  the 
same  objection,  —  those  who  send  coin  abroad  are  so 
much  fewer  than  those  who  use  it  at  home,  the  num- 
ber of  exchange  transactions  is  so  infinitely  less  than 
the  number  of  interior  transactions,  that  it  would  be 
extravagant  to  trouble  what  is  so  common  in  order 
to  improve  what  is  so  rare.  Some  persons  who  have 
not  much  considered  the  subject,  and  who  have  been 
not  unnaturally  deceived  by  the  mode  in  which  ex- 
change transactions  are  calculated  and  quoted,  seem 
to  imagine  that  if  all  the  world  had  but  one  coin  there 
would  be  no  exchange  business.  They  see  that  the 
French  exchange  is  expressed  by  saying  how  many 
francs  there  are  in  a  sovereign  ;  they  see  that  the 
Indian  exchange  is  likewise  quoted  by  saying  how 
many  pence  and  shillings  amount  to  a  rupee  :  and 
therefore  they  fancy  that  if  there  were  one  money  in 
India,  in  France,  and  in  England,  no  such  calculations 
would  be  needed.  But  the  principal  matter  would 
reappear  in  an  altered  form.  An  exchange  calcula- 
tion is  really  the  cost  of  remitting  money  from  one 
country  to  another ;  that  cost  is  substantially  the 
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same  whether  the  country  from  which  the  money 
is  exported  and  the  country  to  which  it  is  imported 
have  the  same  currencies  or  different  currencies. 
Australia  and  England  have  the  same  currencies ; 
the  sovereign  is  the  main  coin  in  both  :  but  never- 
theless there  is  an  expense  in  remitting  money  to 
Australia,  —  the  remitting  banks  make  a  charge  for 
selling  their  drafts,  and  this  is  the  common  exchange 
calculation  in  a  new  shape.  If  France  and  America 
had  the  same  currencies  as  England,  it  would  still 
happen  as  now  that  bills  on  Paris  or  New  York 
would  be  at  a  discount  or  a  premium.  The  amount 
of  money  wishing  to  go  eastward  across  the  Atlantic, 
and  the  amount  wishing  to  go  westward,  would  then 
as  now  settle  how  much  was  to  be  paid  in  London 
for  bills  on  New  York,  and  how  much  was  to  be 
paid  in  New  York  for  bills  on  London ;  the  original 
element  in  exchange  transactions  —  the  remittance  of 
money  —  would  remain  as  now,  and  the  two  principal 
accessory  difficulties  would  be  just  as  great.  In  prac- 
tical exchange  business  the  rate  of  interest  is  to 
be  considered,  and  the  state  of  credit  also :  if  you 
buy  a  bill  at  three  months'  date  you  lose  a  certain 
sum  in  interest  (depending  on  the  rate  for  the  day), 
and  you  rely  on  the  credit,  more  or  less  good,  of  the 
parties  to  the  bill.  These  main  items  of  exchange 
business  are  in  its  nature,  and  no  currency  change 
can  alter  them. 

There  is  indeed  a  possibility  of  a  slight  economy 
in  coining  by  a  single  international  currency.  If  a 
man  export  bar  gold  to  France,  unless  he  can  sell  it 
on  terms  he  thinks  fit,  he  must  take  it  to  the  French 
mint  and  have  it  coined:  but  if  he  exported  the 
same  sum  in  an  international  currency,  he  could  use 
it  at  once;  it  would  be  already  coined  to  his  hand. 
This  necessity  of  coining,  sometimes  at  least,  oper- 
ates as  a  friction  in  exchange  transactions :  a  man 
who  takes  bar  gold  or  silver  to  be  coined  in  all 
countries  loses  the  interest  of  the  money  during  the 
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whole  process  of  coining,  and  in  some  he  has  to 
pay  a  charge  besides;  he  therefore  is  not  ready  to 
export  coin  so  soon  as  otherwise  he  would  be  :  the 
premium  on  bills  rises  to  a  slightly  greater  height, 
and  bullion  does  not  flow  quite  so  quickly  from  coun- 
try to  country. 

These  minor  obstacles  to  exchange  business  would 
be  cured  by  a  single  pervading  currency,  .and  the 
mere  calculations  would  be  easier,  —  the  sums  to  be 
done  would  be  fewer  and  less  complicated  :  and  per- 
haps an  increase  of  intelligibility  may  make  ex- 
change business  less  of  a  mystic  knowledge,  —  may 
augment  the  number  of  those  fit  for  it,  and  so  lower 
the  cost  to  the  public  of  sending  money  from  place 
to  place.  But  minor  improvements,  such  as  these, 
are  not  sufficient  to  justify  us  in  paying  the  price 
at  which  they  are  to  be  bought.  We  cannot  make 
every  one  change  their  monetary  habits  or  their 
coins  to  save  a  few  clerks  and  dealers  a  few  sums, 
or  even  to  make  money  flow  in  and  out  of  London 
half  an  iota  more  easily,  or  the  millionth  of  a  far- 
thing more  cheaply.  You  must  promise  the  mass  of 
men  more  than  that  before  they  consent  to  undergo. 
vast  trouble  for  you. 

The  same  may  be  said  of  statistical  improvement. 
No  doubt  a  common  unit  of  value  in  all  civilized 
countries  would  facilitate  vastly  every  kind  of  mone- 
tary comparison.  The  comparative  revenues,  for  ex- 
ample, of  different  countries  would  "read  themselves"; 
you  could  compare  the  expenditure  of  the  various 
countries  of  the  world,  not  as  now  by  tiresome  calcu- 
lation, but  as  easily  as  we  compare  the  accounts  of 
the  Bank  of  England  from  week  to  week.  No  statis- 
tical improvement  could  be  comparable.  But  ordi- 
nary people  do  not  care  as  yet,  and  for  an  indefinite 
period  to  come  are  not  likely  to  care,  enough  about 
statistical  science  to  undergo  themselves  daily  per- 
sonal annoyance  for  it.  The  change  of  the  current 
coin  would  bore  most  men  much,  and  most  men  care 
little  for  philosophy. 
VOL.  V.  — 31 
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Such  are  the  minor,  and  in  comparison  of  their 
price  almost  imaginary,  advantages  of  an  international 
currency;  the  real  advantages  —  those  which  make 
it  worth  while  to  consider  whether  we  ought  not  to 
aim  at  it  —  are  to  be  found  in  the  state  of  trade, 
and  we  shall  next  week  describe  them. 


THE   REAL    ADVANTAGE   OF   AN    INTERNATIONAL    MEASURE 
OF     ACCOUNT. 

[From  the  Economist,  Nov.  7,  1868.] 

WE  last  week  explained  that  some  of  the  alleged 
reasons  for  changing  our  coinage,  and  for  using  one 
which  foreigners  would  use  too,  were  not  sound : 
the  advantages  were  indisputable,  but  they  were  not 
worth  the  cost  at  which  they  would  be  purchased. 
This  week  we  have  to  state  the  great  advantages 
which  make  it  well  worth  while  to  think  whether  we 
should  not  make  a  great  effort  to  establish  an  inter- 
national money ;  those  who  have  paid  most  attention 
to  it  for  the  most  part  think  that  it  is.  The  essen- 
tial point  in  which  an  international  money  would 
help  commerce  is  very  plain :  suppose  that  trade  cir- 
culars were  all  expressed  in  a  single  currency,  instead 
of  being  as  now  expressed  in  many  currencies,  would 
they  not  be  far  easier  to  understand?  "I  have  be- 
fore me,"  says  Mr.  Hendriks,  the  eminent  actuary, 
"Morgan's  British  Trade  Circular,  which  is  a  good 
example  among  the  many  trade  circulars  which  are 
published.  The  amounts  are  there  represented  in 
pounds,  shillings,  and  pence ;  for  instance,  we  find 
sums  like  44s.  6d.  per  cwt.,  2s.  l\d.  per  stone."  And 
illiterate  merchants  in  foreign  countries,  not  know- 
ing our  mode  of  reckoning,  are  in  a  perfect  puzzle 
as  to  what  they  would  get  for  their  goods.  Clever 
and  knowing  men  can  make  the  calculations,  but 
ordinary  men  cannot.  Our  imports  are  liable  to 
diminution  because  the  mass  of  foreign  traders  do 
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not  comprehend  our  price  language;  we  have  to  pay 
the  cost  of  their  learning  it.  Some  few  know  it 
(few,  that  is  in  comparison  with  the  mass  of  men), 
and  they  make  a  kind  of  monopoly  —  a  source  of 
privileged  irreducible  profit  —  out  of  it. 

Our  exports  suffer  probably  more.  Mr.  Behrens 
of  Bradford,  one  of  the  most  eminent  authorities  on 
the  subject,  observes  :  — 

"One  of  the  great  advantages  which  we  expect  from  the  change 
of  course  would  be  the  immensely  greater  facilities  which  would  be 
afforded  for  international  transactions,  particularly  in  England.  I 
might  instance  the  case  of  a  merchant  in  Kio  wishing  to  send  a  cargo 
of  coffee  to  Europe.  Supposing  that  in  Rio  they  had  also  joined 
the  convention,  and  we  had  not,  the  Rio  merchant  would  find  per- 
haps by  a  London  price  list  so  much  per  ton  quoted  for  coffee  ; 
of  course  he  would  have  to  go  through  a  very  elaborate  calculation, 
and  take  all  the  risks  of  the  exchanges  into  account.  On  the  other 
hand,  if  he  found  that  at  Antwerp  or  Hamburg  (supposing  those 
places  had  joined  the  convention)  the  price  of  coffee  was  stated  in 
the  same  currency,  or  in  some  multiple  of  it,  as  his  own,  and  with 
the  same  weights  and  measures,  he  would  make  the  calculation 
easily ;  he  would  say,  '  The  freight  is  so  many  centimes  per  pound 
or  so  many  francs  per  kilogramme,  the  commission  is  so  much,  and 
all  the  charges  to  be  added  to  it  amount  to  so  much  per  cent.' 
He  would  at  once  see  the  total  amount,  and  then  he  would  say, 
'I  will  allow  one  or  two  per  cent,  for  the  risk  of  the  exchanges, 
and  I  can  at  a  glance  see  where  I  must  send  my  coffee  to.'  And 
most  likely  he  would  prefer  sending  it  to  the  Continent  rather 
than  to  England.  As  I  said  before,  the  competition  between  the 
different  nations  is  so  great  that  already  our  exports  of  manu- 
factured goods  are  more  and  more  reduced  to  half-manufactured 
goods ;  the  yarns  which  must  be  woven  into  pieces  before  they 
can  be  worn  increase  every  year.  Although  I  do  not  say  that  the 
goods  themselves  decrease,  yet  the  yarns  increase ;  which  shows 
that  the  manufacturers  on  the  Continent  are  very  much  on  the 
alert,  and  produce  more  every  year.  There  is  therefore  a  great 
danger  that  if  the  slightest  impediment  be  thrown  in  the  way  of 
English  commerce,  our  Continental  customers  will  soon  cease  to 
take  even  the  yarns ;  and  if  they  have  greater  facilities  given  to 
them  as  against  ourselves  by  the  use  of  the  same  money,  they 
will  import  cotton  direct,  and  not  even  take  our  cotton  yarns  in 
future. " 
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And  again,  Mr.  Behrens  tells  us :  — 

' '  I  had  an  instance  of  the  difficulty  caused  by  the  multiplicity 
of  foreign  coins,  and  that  a  painful  one.  I  had  to  draw  upon  a 
place  at  which  I  did  not  know  whether  the  ordinary  currency  was 
the  Prussian  thaler  or  the  French  franc,  —  the  place  was  Luxem- 
burg ;  the  amount  was  £97.  I  indorsed  the  bill  at  the  exchange 
in  francs ;  the  party  upon  whom  it  was  drawn  said,  '  Prussian 
money  is  our  legal  tender,  and  I  will  not  pay  the  bill  except  in 
Prussian  money.'  The  conversion  from  francs  into  Prussian 
money,  and  then  back  into  English  money,  cost  me  upon  this  £97, 
45  francs." 

That  is  to  say,  an  exporter  of  foreign  goods  cannot 
tell  at  a  glance  what  money  he  will  be  entitled  to, 
nor  in  what  form  of  currency  he  will  be  paid ;  a 
sort  of  uncertainty  hovers  over  all  the  subject. 

The  real  end  is,  that  in  every  newspaper  through- 
out the  mercantile  world,  prices  should  be  quoted  in 
the  same  manner.  Commerce  has  very  many  and 
very  great  natural  difficulties :  distance  of  place,  dif- 
ference of  character,  difference  of  speech,  are  irre- 
movable impediments.  We  may  conquer  them,  but 
we  cannot  remove  them ;  nature  made  them,  not 
man,  and  man  cannot  hope  to  foresee  the  time 
when  they  shall  exist  no  longer.  But  the  painful 
existence  of  real  obstacles  is  the  very  reason  why 
mankind  should  not  invent  artificial  ones.  We  are 
incumbered  in  our  commerce  already;  do  not  let 
us  be  more  incumbered  than  we  can  help.  But  we 
voluntarily  invent  impediments  if  one  set  of  us  count 
in  one  fashion  and  the  others  count  in  different 
fashions. 

Persons  who  look  at  the  facts  at  a  distance  may 
fancy  that  this  diversity  of  monetary  expression  is 
a  minor  difficulty;  but  in  fact  it  is  not  conquered. 
English  bankers  are  supposed  to  be  —  perhaps  are  — 
the  most  educated  part  of  the  English  business  world  ; 
yet  how  few  ever  look  with  care  at  the  accounts  of 
the  Bank  of  France !  An  enormous  increase  of  late 
years  in  the  note  circulation  has  happened  without 
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their  heeding  it ;  except  from  some  translation  in  a 
City  article,  they  have  not  an  idea  how  much  bullion 
the  Bank  of  France  now  holds ;  yet  all  English 
bankers  know  that  after  the  amount  of  bullion  in 
the  Bank  of  England,  one  of  the  most  imperative 
influences  upon  our  money  market  is  the  bullion 
in  the  Bank  of  France.  Of  course  all  bankers  can 
turn  francs  into  pounds,  and  some  think  they  will; 
but  few  ever  do.  If  the  accounts  of  the  two  great 
banks  were  rendered  in  identical  language,  they 
would  be  criticized  with  equal  accuracy ;  but  now 
in  England  the  accounts  of  the  Bank  of  France,  in 
certain  cases  the  most  instructive  and  important, 
are  altogether  neglected. 

In  other  trades  we  see  the  same :  the  diversity  of 
monetary  expression  is  an  effectual  bar  to  common 
commercial  understanding.  Unquestionably,  great 
firms  employ  skilled  clerks,  who  translate  these  diffi- 
culties—  whether  of  Norway  or  Austria  or  India  — 
very  rapidly;  but  ordinary  traders  cannot  keep  such 
clerks,  —  their  profits  are  not  great  enough,  their 
business  is  not  large  enough.  They  cannot  export 
to  these  countries  of  confusing  currency,  because  they 
do  not  know  really  what  their  goods  will  fetch, — 
how  many  pounds,  shillings,  and  sixpences  their  price 
will  bring  home. 

No  doubt  certain  skilled  exporters  know  all  this, 
and  make  a  large  profit  on  their  knowledge :  one  of 
the  most  intelligent  said  before  the  Commission  that 
an  international  money  would  be  disadvantageous  to 
him,  because  it  would  render  unnecessary  a  kind  of 
knowledge  which  he  possessed  but  which  merchants 
at  large  did  not  share.  The  democracy  of  trade,  if 
we  may  so  say,  is  excluded  by  the  present  monetary 
complexity ;  little  men  used  to  small  transactions 
cannot  grapple  with  it :  and  yet  it  is  the  lesson 
of  all  our  recent  legislation  upon  commerce  that  we 
must  facilitate  the  transactions  of  the  many,  and 
leave  to  take  care  of  themselves  the  transactions  of 
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the  few.  The  more  traders  are  able  to  trade,  the 
larger  and  the  better  will  our  commerce  be. 

But  will  the  nation  gain  ?  If  we  ask  the  nation  to 
make  a  great  change,  we  must  show  that  as  a  whole 
it  will  gain  a  great  benefit,  —  not  only  that  certain 
persons  belonging  to  it  will  gain  one.  The  answer 
is,  that  an  increase  of  commerce  does  benefit  every 
one.  An  augmentation  of  imports  of  course  benefits 
the  people,  because  they  have  greater  facilities  in  buy- 
ing what  they  want  and  consuming  what  they  wish. 
An  increase  of  exports  too  is  a  benefit  not  merely 
to  the  exporter  but  to  the  nation ;  for  it  cannot  be 
permanent  without  an  increase  of  imports,  which 
the  nation  can  use,  and  it  employs  in  the  most  profit- 
able manner  labor  and  capital  which  would  otherwise 
be  spent  in  a  way  comparatively  unprofitable. 

At  present  too,  in  many  cases,  international  trans- 
actions are  managed  by  a  rough  calculation;  which 
means  a  calculation  favorable  to  the  calculator,  and 
upon  which  he  charges  a  percentage.  In  the  French 
book  trade,  for  instance,  a  buyer  in  England  has 
commonly  to  give  twelve  shillings  for  a  book  cost- 
ing in  Paris  twelve  francs.  No  one  contends  that 
such  is  the  just  exchange ;  but  it  is  an  easy  exchange, 
by  which  no  individual  purchaser  loses  very  much, 
and  by  which  considerable  traders  probably  derive 
considerable  gains. 

To  sum  up,  an  international  money  would  enable 
smaller  people  to  trade,  and  new  unskilled  people  to 
trade ;'  it  would  abolish  a  toll  which  the  consumer 
pays,  and  remove  an  incumbrance  which  the  mer- 
chant feels.  There  would  be  a  gain  to  every  one 
worth  every  one's  making  a  certain  sacrifice  to 
reach.  But  this  advantage  cannot  be  reached  with- 
out a  large  change.  It  involves  what  is  not  always 
seen,  —  not  only  an  identity  of  certain  coins,  but  an 
identity  of  the  common  money  of  account.  You 
must  make  the  monetary  language  of  trade  circulars 
identical,  or  you  will  not  have  effected  your  object; 
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you    will    not    have    made    quotations    identical,  and 

without  that  you  will  not  augment  trade  much,  help 

little   or  untrained  trades  much,   or  benefit  the  con- 
sumer much.     Unless  you  make  a  great  change  you 

will  not  achieve  anything  worth  much  cost,  or  that 
justifies  inflicting  a  difficulty  on  the  many. 

How  this  change   is  to  be  effected  so  that  it  may 

gain  most  and  cost  least,  we  will  immediately  con- 
sider. 


THE  CONDITIONS  WHICH  AN  INTERNATIONAL  COINAGE 
SHOULD  SATISFY,  AND  THE  REASONS  WHY  NO  EX- 
ISTING COINAGE  FULFILLS  THEM. 

[From  the  Economist,  Nov.  14,  1868.] 

IN  the  last  two  weeks  we  discussed  the  reasons 
which  were  alleged  on  behalf  of  an  international 
currency ;  we  showed  that  though  some  of  the  gains 
most  loudly  spoken  of  were  either  trifling  or  unreal, 
yet  that  one  class  of  the  gains  —  the  gain  to  trade  — 
was  so  real  and  so  important  that  it  would  be  well 
worth  a  great  sacrifice  to  obtain  it.  If  prices  were 
quoted  in  the  same  terms  in  every  newspaper  in 
every  country,  trade  would  be  easier  and  trade  would 
be  larger.  But  what  sort  of  currency  must  this  uni- 
versal one  be,  and  what  are  the  difficulties  that  must 
be  conquered  before  we  can  possess  it  ? 

Such  a  currency,  to  be  fit  for  the  present  needs 
of  commerce  and  to  be  on  a  level  with  economical 
theory,  must  satisfy  three  conditions. 

First.  It  must  be  founded  on  a  single  standard, 
not  on  a  double.  This  may  seem  at  first  an  easy  con- 
dition, but  we  shall  soon  see  that  many  existing  cur- 
rencies do  not  satisfy  it.  Practically  it  comes  to 
this,  —  that  a  contract  to  pay  a  sum  of  money  shall 
be  satisfied  only  by  the  payment  of  a  specified  por- 
tion of  one  known  metal :  if  that  metal  is  gold,  then 
by  so  much  gold ;  if  that  metal  be  silver,  then  by 
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so  much  silver.  Under  the  contrary  system  — that  of 
a  double  standard  —  the  contract  may  be  satisfied  in 
two  ways :  the  debtor  has  an  alternative ;  he  may 
pay  either  so  much  gold  or  so  much  silver  as  he 
likes,  and  therefore  there  are  two  chances  for  depre- 
ciation. Whichever  metal  declines  in  value  the 
debtor  is  sure  to  select,  and  that  metal  so  impaired 
the  creditor  must  receive.  One  set  of  causes  reduces 
or  tends  to  reduce  the  value  of  gold,  and  so  may 
injure  the  creditor ;  another  one  reduces  or  tends 
to  reduce  that  of  silver,  and  thus  hurts  the  creditor 
also :  no  change  tends  to  benefit  him.  If  either  gold 
or  silver  rise  in  value,  he  will  not  get  it ;  his  debtor 
has  the  option,  —  he  will  pay  the  metal  which  has 
not  risen.  A  kind  of  mist  floats  over  some  minds  : 
they  fancy  that  by.  using  a  currency  of  two  metals 
they  evade  the  danger  of  the  depreciation  of  either; 
but-  they  really  risk  the  depreciation  of  both,  —  the 
impaired  metal  will  always  be  preferred  because  it 
is  impaired,  because  it  is  cheaper. 

Secondly.  The  new  coinage  to  suit  present  com- 
merce must  have  a  high  gold  unit:  the  sums  to  be 
paid  are  large,  and  therefore  the  medium  in  which 
they  are  paid  should  be  costly.  Silver  is  the  charac- 
teristic currency  of  early  nations  and  poor  nations : 
by  comparison  it  is  plentiful,  and  therefore  cheap ; 
the  small  amounts  which  early  trade  requires  were 
best  paid  in  it,  and  therefore  it  was  used.  But  now 
large  transactions  require  a  dear  paying  medium: 
the  more  costly  the  unit,  the  fewer  the  pieces  to  be 
counted  and  the  easier  the  use  of  the  currency.  The 
same  principle  applies  to  reckoning  on  paper,  which 
is,  though  it  may  not  seem  so,  really  more  important 
than  paying  by  coin.  The  use  of  arithmetic  applies 
not  only  to  actual  business  but  to  contemplated  busi- 
ness. If  a  merchant  begins  to  think  of  exporting 
goods,  he  reckons  what  he  must  buy  at  and  what 
he  must  sell  at ;  whether  he  in  fact  export  or  not  is 
an  after  matter,  depending  on  the  profit  he  finds 
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and  the  capital  he  has :  but  anyway  he  counts  on 
paper,  and  the  unit  of  account  is  therefore  more 
important  than  the  unit  of  coinage.  The  unit  of 
account  concerns  all  possible  transactions,  whether 
they  are  resolved  upon  or  not ;  coin  is  only  used  in 
actual  transactions,  and  not  by  any  means  in  all  those. 
A  high  unit  of  reckoning  is  of  primary  importance, 
now  that  people  always  think  of  trading  largely ; 
and  the  best  way  of  attaining  it  is  by  selecting  some 
costly  gold  coin  and  making  it  our  unit. 

A  few  years  ago  there  was  such  a  fear  of  the 
sudden  depreciation  of  gold  that  nations  would  have 
hesitated  to  choose  it  for  their  money ;  some  nations 
even  which  already  used  it,  in  fright  abandoned  it: 
but  experience  shows  that  the  panic  was  excessive, 
and  that  the  depreciation  which  gold  is  undergoing 
is  too  minute  and  too  gradual  to  be  very  important. 
Very  possibly  if  we  selected  silver,  new  mining  dis- 
coveries might  begin  to  reduce  its  value.  The  notion 
of  a  commodity  whose  cost  is  constant,  and  whose 
relative  value  to  other  articles  does  not  alter,  is 
imaginary.  Monetary  business,  like  all  business,  is 
rough ;  we  must  take  the  metal  that  suits  best  on 
the  whole.  The  risks  of  depreciation  being  only 
what  we  see,  we  had  best  take  gold  because  we  can 
pay  in  it  and  reckon  in  it  the  easiest. 

Thirdly.  The  new  coinage  must  be  a  decimal  coin- 
age. Every  new  coinage  probably  will  be  so,  and  a 
system  which  is  to  include  nations  already  having  a 
decimal  coinage  must  be  so.  There  is  of  course  no 
kind  of  superior  naturalness  in  a  decimal  division  : 
it  is  only  more  familiar  to  us  because  we  have  ten 
fingers;  if  we  had  twelve  fingers,  as  some  persons 
have  had  (and  physiologists  say  the  breed  might 
have  been  preserved),  a  duodecimal  division  would 
have  been  equally  natural.  But  we  cannot  change 
the  human  frame  or  reverse  past  history  :  our  arith- 
metical system  is  a  decimal  system,  and  it  is  plainly 
good  that  our  coinage  system  should  be  the  same ; 
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we  should  then  count  all  money  by  tens,  just  as  we 
reckon  on  paper  all  things  by  tens. 

Fourthly.  The  new  system  must  be  one  which 
will  do  no  violence  to  national  jealousies.  It  will  not 
do  for  one  nation  to  say  to  any  other,  still  less  to  all 
others,  ''My  coinage  is  better  than  yours;  my  trade 
is  larger  and  my  coinage  better  known  than  yours : 
therefore  do  you  adopt  my  coinage  and  give  up  your 
own."  Most  nations  —  all  great  nations,  perhaps  — 
are  too  sensitive  and  too  proud  to  bear  such  lan- 
guage ;  the  desire  for  an  international  coinage  is 
not  an  imperious  desire ;  the  advantages  it  promises 
are  substantial  and  real,  but  they  do  not  at  once 
strike  mankind.  The  mass  of  residents  in  every 
country  will  say,  "We  do  not  trade  abroad,  we  do 
not  travel  abroad ;  we  can  use  our  native  currency 
very  well :  why  should  we  change  it  ?  why  should 
we  learn  a  new  system  ?  We  do  not  care  about  for- 
eign currencies."  There  is  a  great  mass  of  stagnant 
selfishness  in  all  nations  which  will  oppose  this 
improvement  as  well  as  all  others :  we  must  not  re- 
inforce that  selfishness  by  wounded  national  pride. 
If  we  ask  the  mass  of  English  people  to  take  the 
French  coinage,  or  the  mass  of  French  to  take  the 
English,  we  shall  not  prevail :  the  French  will  say, 
"We  will  not  yield  to  England;"  the  English  will 
say,  "We  will  not  yield  to  France."  Any  plan  must 
be  based  on  mutual  concession ;  every  one  may 
hope  to  gain  much,  but  every  one  must  sacrifice 
something. 

These  four  conditions,  taken  together,  altogether 
forbid  the  idea  of  adopting  as  the  international  coin- 
age any  present  coinage.  In  terms  the  last  condi- 
tion forbids  it  for  reasons  of  policy;  but  the  three 
first  equally  forbid  it  for  economical  and  intrinsic 
reasons. 

The  French  coinage,  though  widely  propagated  by 
the  immense  influence  of  France,  is  a  bad  coinage. 
It  is  a  decimal  coinage,  and  is  so  far  good ;  but  it  is 
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based  on  a  very  low  unit  and  uses  a  double  standard, 
which  is  absurd.  The  history  of  the  French  coinage 
is  a  remarkable  example  of  the  rash  application 
of  an  incomplete  theory.  The  French  revolutionary 
legislators  found  the  old  French  coinage  in  a  most 
depreciated  condition.  It  had  originally  been  based  on 
the  pound  weight  of  silver;  but  by  continual  tam- 
pering the  livre,  representing  that  pound,  had  come 
to  be  worth  only  10d.  The  old  division  had  been  into 
20  sous  of  12  deniers  each,  like  our  own  ;  but  as  the 
French  pound  had  come  to  be  so  very  different  from 
the  English,  the  subordinate  coins  were  utterly  diverse 
in  the  two  countries,  and  the  French  ones  too  small 
to  be  of  any  use.  The  revolutionary  legislators  saw 
one  part  of  the  evil  and  remedied  it,  —  they  abolished 
the  old  confused  subsidiary  coins,  and  introduced  an 
easy  decimal  division ;  but  they  did  not  perceive  the 
rest  of  the  evil.  They  left  the  unit  of  account  nearly 
unaltered ;  the  new  franc  is  substantially  the  old 
livre.  They  never  thought  that  they  were  by  their 
improvements  entailing  a  burden  on  France.  If  they 
had  introduced  no  change,  it  would  have  been  easy  to 
persuade  France  now  to  make  a  complete  change,— 
to  gain  at  once  both  a  decimal  system  and  a  high 
unit  would  have  been  incontestably  worth  a  great 
effort ;  but  now  that  France  has,  by  a  great  sacrifice, 
attained  one  of  these  conveniences,  it  is  hard  to  ask 
her  to  make  a  second  sacrifice  to  gain  the  other. 
The  bore  of  the  low  unit  affects  the  few  more  than 
the  many,  the  rich  more  than  the  poor,  the  culti- 
vated rather  than  the  ignorant ;  those  who  by  their 
inertia  are  hardest  to  move,  are  in  fact  those  who 
would  gain  the  least. 

The  American  currency  is  in  a  condition  yet  more 
curious. 

"On  the  recognition,"  says  Mr.  Euggles,  the  American  Com- 
missioner at  the  Paris  Congress,  "  by  England,  in  1783,  of  the 
political  independence  of  the  United  States,  their  then  existing 
political  organization,  'The  Congress  of  the  Confederation,'  deemed 


492  THE  TRAVELERS  INS.  CO.'S  BAGEHOT. 

it  proper  also  to  throw  off  the  monetary  yoke  of  pounds,  shillings, 
pence,  and  farthings.  On  the  6th  of  July,  1785,  this  Continental 
Congress  unanimously  passed  the  memorable  monetary  ordinance 
reported  by  the  'grand  committee  of  thirteen,'  of  which  Kufus 
King,  one  of  the  wisest  and  most  far-seeing  of  the  statesmen  of 
America,  was  a  member.  Not  only  did  it  omit  in.  any  way  to 
recognize  the  pound,  but  it  distinctly  brought  in  and  established  the 
dollar  as  the  permanent  monetary  unit  of  the  United  States.  Its 
precise  weight  was  fixed  by  a  subsequent  ordinance,  passed  on  the 
8th  of  August,  1786,  which  further  provided  for  the  issue  of  a 
gold  coin  of  ten  dollars,  to  bear  the  impress  of  the  eagle,  which 
imperial  emblem  had  been  selected  in  1782,  in  view  of  the  national 
sovereignty  then  clearly  discerned  in  the  future.  What  was  far 
more  important,  the  ordinance  expressly  provided  that  the  dollar 
should  be  decimally  divided." 

Considering  how  many  exchange  sums  have  been 
caused  by  the  difference  between  the  two  currencies, 
this  expediency  of  throwing  off  the  "yoke  of  the  £" 
is  dubious.  In  order  to  avoid  a  fancied  subjection, 
America  imposed  on  herself,  and  England  too,  a  most 
real  bondage  of  calculation.  The  unit  selected  —  the 
dollar  of  4s.  2d.  —  is  far  too  low  to  be  selected  by 
other  nations  as  the  basis  of  a  currency  ;  and  the 
effect  of  the  sudden  American  innovation,  as  of  the 
sudden  French,  has  been  to  create  in  the  world  a 
currency  of  half-and-half  merit,  which  has  one  merit, 
the  merit  of  a  decimal  division,  but  is  otherwise  unfit 
for  international  adoption.  And  as  every  new  coin  — 
as  every  new  international  reckoning,  at  least  —  is 
a  new  evil,  the  former  rashness  both  of  France  and 
America  is  a  difficulty  to  themselves  now.  Both 
created  something  so  good  that  nations  who  have  it 
do  not  like  to  lose  it,  but  also  so  bad  that  those  who 
have  it  not  do  not  wish  to  take  it. 

The  English  currency  is  not  subject  to  the  same 
defects,  but  it  is  still  faulty.  Even  were  it  politi- 
cally possible  to  ask  several  great  nations  to  adopt 
exactly  the  coinage  of  any  one,  the  English  coinage 
would  not  be  one  which  it  would  be  economically 
advisable  to  choose.  No  doubt  it  contains  the  great 
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merit  which  the  French  and  American  currencies 
want :  it  has  a  high  gold  unit.  No  doubt  also  it  has 
totally  escaped  the  " besetting  sin"  of  the  double 
standard :  the  English  may  claim  the  discovery  of 
the  true  principles  on  that  matter.  But  then  the 
English  coinage  is  not  decimal :  it  contains  the  old 
division  of  the  pound,  first  into  ^th  and  then  into 
TVth,  which  belonged  to  the  Middle  Ages.  You  could 
not  propose  that  any  nation  which  does  not  possess 
it  should  adopt  it  as  it  stands.  The  contrast  between 
the  French  currencies  >and  the  English  is  perhaps 
characteristic  of  the  two  countries.  The  French  is  a 
symmetrical  embodiment  of  imperfect  principles  ;  the 
English  a  confused  embodiment  of  the  best  princi- 
ples. The  French  looks  quite  right  till  you  have  to 
examine  and  study  it ;  the  English  looks  quite  wrong 
till  you  see  what  it  really  is,  and  what  such  things 
ought  to  be.  The  French  has  a  good  "manner"  and 
a  bad  "meaning";  the  English  an  excellent  mean- 
ing but  a  wretched  manner.  The  first  sight  sees 
what  is  good  in  France  ;  the  first  sight  does  not  see 
what  is  good  in  England. 

The  German,  the  Spanish,  and  the  remaining 
currencies  of  the  world  need  not  for  the  present  pur- 
pose be  discussed :  they  have  no  claims  to  be  put 
forward  as  universal  currencies,  and  no  one  does  so 
put  them  forward.  The  conclusion  we  come  to  is, 
that  no  existing  coinage  is  fit  as  it  stands  for  inter- 
national uses;  and  this  is  really  the  conclusion  which 
should  have  been  expected, — the  conditions  of  an 
international  currency,  as  we  have  stated  them,  are 
complex,  and  are  very  little  likely  to  have  been  satis- 
fied in  rude  ages.  The  double  standard  itself,  though 
absurd  in  theory,  is,  if  we  look  at  history,  rather 
plausible.  Silver  was  the  old  currency  of  Europe ; 
gold  a  mere  article  of  dealing  and  traffic.  Silver 
is  the  best  currency  for  early  times  because  it  is 
cheap,  just  as  gold  is  the  best  currency  for  ripe 
ages  because  it  is  dear.  Gradually  there  has  been  a 
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transition  from  the  metal  of  early  times  to  the  metal 
of  late  times ;  but  it  is  not  possible  to  discard  the 
metal  of  early  times, — the  small  transactions  in  which 
it  is  used  are  as  numerous  as  ever,  perhaps  more 
numerous  than  ever.  The  two  metals  must  be  kept 
in  use  together ;  but  the  true  system,  the  English 
system,  is  in  the  last  degree  refined.  It  makes  the 
dearer  metal,  gold,  the  standard,  —  uses  gold  alone 
in  considerable  payments ;  but  it  uses  silver  as  a 
medium  for  small  payments,  and  discards  all  notion 
of  a  real  comparison  of  its  value  with  the  value  of 
gold.  Twenty  shillings  do  not  really  make  a  £  ;  the 
value  is  arbitrary  and  the  quantity  coined  is  arbitrary. 
Gold  coinage  circulates  at  its  true  value,  and  an 
artificial  silver  coinage  circulates  at  an  abnormal 
value  because  of  its  regulated  quantity.  Naturally 
it  was  long  before  this  nice  expedient  was  detected, 
and  till  then  both  metals  circulated  together  at  this 
equation  or  at  that.  The  common-sense  of  mankind 
says,  We  want  them  both,  and  we  must  have  them 
both  ;  the  arrangements  were  left  to  some  few  who 
said  they  understood  them. 

The  high  gold  unit,  again,  is  not  wanted  in  early 
ages  :  people  only  want  cheap  things  and  small  coins ; 
a  high  "reckoning  engine"  is  useless.  Nor  would 
a  decimal  coinage  have  been  comprehensible.  The 
Arabic  numerals  which  we  use  have  made  10  look 
like  a  line  of  nature  ;  but  in  the  Middle  Ages,  and 
before  these  numerals  were  used,  people  did  not  think 
so  much  of  ten, — they  thought  most  of  halves  and 
quarters,  of  multiples  of  2  and  4.  All  our  conditions 
have  reference  to  the  modern  world,  and  were  not 
imaginable  in  the  old  world  ;  we  must  not  therefore 
be  surprised  if  we  have  to  invent  a  new  currency, 
and  do  not  find  a  fit  one  ready.  What  that  new  one 
ought  to  be,  we  shall  next  week  discuss. 


INTERNATIONAL  COINAGE.  495 

THE      PRACTICAL      PROPOSALS      FOR      AN       INTERNATIONAL 

COINAGE. 

[From  the  Economist,  Nov.  28,  1868.] 

WE  have  before  considered  the  motives  which  re- 
quire and  the  principles  which  should  regulate  an 
international  coinage.  We  have  now  to  examine  the 
practical  proposals  that  have  been  put  forward :  we 
must  see  how  far  they  accord  with  the  principles, 
and  how  far  they  would  insure  the  promised  advan- 
tages. Unfortunately,  according  to  the  conclusions 
of  our  last  article,  every  system  of  international  Coin- 
age must  be  incumbered  with  a  great  evil  :  no  ex- 
isting system  of  coinage  is  at  all  fit  for  universal 
adoption.  Whatever  new  one  is  chosen,  there  must 
be  a  great  change  in  our  common  modes  of  reckon- 
ing ;  and  there  is  no  difficulty  greater  than  this 

The  most  prominent  proposal  is  that  of  the  Con- 
gress of  Paris, — to  coin  in  this  country  and  in  others 
a  25-franc  piece,  which  should  circulate  in  all  and 
be  a  legal  tender  in  them  all.  The  particular  coin  — 
a  25-f ranc  piece  —  is  chosen,  because  by  mere  acci- 
dent a  coin  of  nearly  that  value  is  at  present  in 
circulation  in  several  very  important  states.  The 
English  sovereign  differs  by  2d.  only  from  that 
value  ;  in  France,  any  multiple  of  five  francs  would 
be  intelligible,  and  so  in  Italy  and  Switzerland ; 
Spain  has  already  a  nearly  equal  coin  ;  Austria  and 
Sweden  are  ready  to  strike  one.  The  Commissioners 
describe  the  proposal  in  words  which  on  account  of 
their  importance  it  is  best  to  have  before  us. 

"  The  recommendations,"  they  say,  "which  were  made  by  the 
Paris  Conference,  with  a  view  of  introducing  gold  coins  which 
should  be  common  to  all  countries,  are :  — 

"III.  -That  all  gold  coins  hereafter  struck  in  any  of  the  coun- 
tries which  are  parties  to  the  Convention  should  either  be  of  the 
value  of  five  francs  or  multiples  of  that  sum. 

"IV.  That  a  gold  coin  of  the  value  of  25  francs  should  be 
struck  by  such  countries  as  prefer  it,  and  be  admitted  as  an  in- 
ternational coin. 
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"The  effect  of  these  recommendations,  if  adopted,  would  be  to 
make  a  gold  coin  of  five  francs  the  basis  of  the  international  cur- 
rency, and  to  substitute  the  proposed  coin  of  twenty-five  francs  in 
England  for  the  sovereign,  in  the  United  States  for  the  half-eagle, 
and  we  presume  in  Spain  for  the  doblon.  In  Austria  and  in  Swe- 
den a  coin  of  this  value  would  also  be  struck. 

Grains. 

"The  Spanish  doblon,  or  piece  of  ten  escudos,  contains  of 

fine  gold     .......     116.487 

The  half -eagle,          .  .  .  .  .  .116.100 

The  sovereign,  .  .  .  .  .  .113.001 

And  the  new  coin  of  the  value  of  twenty-five  francs 
would  contain       .  .  .  .  .  .112.008 

* '  As  regards  the  coin  of  this  country,  the  change  therefore 
which  would  be  required  would  be  to  diminish  the  quantity  of  fine 
gold  contained  in  the  sovereign  by  about  a  grain  (or,  more  accu- 
rately, .993  of  a  grain).  The  diminution  in  value  would  be  about 
2d.  (more  accurately,  2A26d.)  in  the  pound,  equal  to  .88,  or  very 
nearly  ^ihs  per  cent.  The  existing  shilling,  which  is  only  a  token 
coin,  would  remain  in  circulation,  representing  ^th  part  of  the 
new  as  it  now  does  of  the  existing  sovereign  ;  and  in  like  man- 
ner the  sixpenny  piece,  the  penny,  halfpenny,  and  farthing  would 
remain,  representing  the  same  parts  of  the  new  sovereign  as  they 
now  do  of  the  existing  sovereign.  The  reduction  of  the  value  of 
the  sovereign  must  practically  involve  that  of  the  pound." 

But  the  great  objection  to  this  plan  is,  that  on 
the  face  of  it  it  does  not  attain  the  object :  a  coin 
of  twenty-five  francs  value  is  to  be  universal,  but 
nothing  else  is  to  be  universal.  The  object,  as  we 
showed,  which  it  was  desirable  to  attain  was  the 
identity  of  money  of  account;  quotations  were  to 
be  the  same  in  different  countries,  —  an  English 
merchant  taking  up  a  French  newspaper  was  to  be 
able  to  understand  the  money,  and  a  French  mer- 
chant taking  up  an  English  one :  but  the  proposal 
from  Paris  does  not  effect  this.  Accounts  would 
not  be  kept  identically  abroad  and  at  home  after 
the  change,  any  more  than  now.  The  French  writ- 
ten money  would  still  be  francs  and  centimes ;  the 
25-franc  piece  would  be  in  it  what  the  half-crown 
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is  in  the  present  English  money  of  account,  —  it 
would  be  a  circulating  coin,  but  it  would  not  be  a 
calculating  term.  If.  an  Englishman  saw  that  the 
Bank  of  France  had  1,162,665,670  francs  in  its  till, 
he  would  have  to  divide  by  25  to  know  how  much 
in  international  money  that  was ;  and  he  can  obtain 
this  quite  nearly  enough  for  most  purposes,  and  the 
number  of  our  present  sovereigns  equivalent  to  that 
sum,  by  the  very  same  division.  The  case  is  still 
worse  with  the  subordinate  divisions.  If  an  English- 
man sees  that  cotton  is  102  francs  50  centimes  at 
Havre,  or  wheat  36  francs  50  centimes,  what  is  he 
the  better  for  the  international  coin  ?  He  has  a 
sum  to  work  to  turn  the  printed  quotation  into  the 
new  coin,  and  if  he  has  a  sum  to  work  he  may  just 
as  well  remain  as  now  ;  he  can  turn  francs  and  cen- 
times into  the  old  money  just  as  well  as  into  the  new 
money. 

The  inconvenience  of  changing  the  value  of  the 
sovereign  would  be  very  considerable :  it  would  be 
such  as  it  would  be  worth  while  to  incur  for  a  great 
object,  but  not  such  as  it  would  be  wise  to  incur 
for  a  small  one.  If  we  are  to  change  our  currency, 
let  us  so  change  it  that  we  may  be  intelligible  to 
foreigners,  and  that  foreigners  may  be  intelligible 
to  us ;  to  make  a  slight  alteration  would  cost  most 
of  the  price  and  not  obtain  most  of  the  advantage. 

A  controversy  of  much  delicacy  has,  however, 
been  started  :  it  is  said  that  England  does  not  now 
charge  a  seignorage  on  the  coinage  of  gold,  but  that 
under  the  proposed  system  she  might  begin  to  do  so. 
The  difference  between  the  new  sovereign  of  twenty- 
five  francs  and  the  present  sovereign  is  only  1  per 
cent.:  we  might  charge  1  per  cent,  for  coining  the 
new  one,  and  so  keep  the  value  unchanged ;  what 
was  taken  from  the  quantity  might  be  added  by  the 
charge  of  the  government.  And  if  all  nations  were 
at  once  starting  a  new  coinage,  this  theory  would 
be  sound.  Nothing  requires  a  government  to  coin 
VOL.  V.- 32 
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gratis  :  it  is  a  matter  of  convenience  whether  they 
should  or  should  not  charge.  Whatever  charge  a. 
government  makes,  raises  the  value  of  the  coin,  just 
as  an  additional  cost  in  the  manufacture  of  gold 
plate  raises  the  value  of  gold  plate  ;  sovereigns  made 
gratis  would  not  buy  so  much  cloth  or  so  much 
cotton  as  sovereigns  made  at  a  charge.  If  it  were 
only  necessary  to  compare  coin  with  commodities,  a 
charge  of  seignorage  might  easily  be  imposed ;  but  in 
this  case  the  precise  object  is,  to  compare  coin  with 
coin,  not  coin  with  commodities.  English  money  is 
to  be  likened  to  French  money, — the  present  sov- 
ereign is  to  be  made  equal  to  twenty-five  francs  :  no 
seignorage  can  help  in  this.  Coin  changes  against 
coin  according  to  the  bullion  contents.  "It  is  evi- 
dent," as  Sir  John  Lubbock  well  puts  it,  "that  the 
new  sovereign  could  not  be  equal  in  value  both  to 
the  existing  pound  sterling  and  to  twenty-five  francs 
of  the  present  French  currency  :  if  by  the  imposition 
of  a  mintage  it  is  made  equal  to  the  former,  no 
advantage  will  be  effected ;  while  if  it  is  reduced  to 
the  value  of  the  latter,  the  necessity  for  compensation 
will  arise." 

But  it  is  hardly  necessary  to  consider  this  refined 
expedient,  except  as  a  matter  of  principle  and  as 
showing  what  is  possible  and  what  is  not  possible  in 
international  coinage.  The  proposal  of  the  Confer- 
ence of  Paris  that  France  should  coin  a  25-franc  piece 
and  leave  the  rest  of  the  French  currency  as  it  is, 
and  that  the  English  should  alter  their  sovereign  by 
2d.  and  leave  the  rest  of  their  currency  as  it  is,  must 
be  rejected  on  plainer  grounds.  It  does  not  give  us 
a  common  money  of  account ;  it  does  not  give  us 
an  entire  common  currency ;  it  does  not  insure  that 
quotations  of  price  should  be  identical  :  it  only  pro- 
vides a  single  circulating  coin. 

A  second  plan  is  that  which  the  Coinage  Commiss- 
ioners themselves  recommend,  —  the  use  of  the  Eng- 
lish sovereign  as  an  international  coin ;  but  it  is 
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not  easy  to  believe  that  foreign  nations  would  be 
content  with  a  plan  so  simple  to  us  and  so  difficult 
to  them.  If  the  plan  is  to  give  us  what  we  want,  it 
must  involve  a  complete  abolition  and  total  disuse 
of  the  entire  Continental  coinage  ;  we  shall  keep  our 
principal  coin,  but  they  will  lose  all  their  coins.  A 
mere  common  coin,  as  we  have  seen,  be  it  the  sov- 
ereign or  the  25-franc  piece,  is  not  in  itself  of  pri- 
mary use  :  what  is  requisite  is  a  common  language 
of  commerce,  —  a  single  money  of  account.  Now, 
to  induce  the  French  to  reckon  in  sovereigns  and  ta 
keep  their  ledgers  in  pounds  sterling  would  be  a 
most  difficult  task.  It  would  be  said  that  it  was  a 
stratagem  of  England  to  advance  English  interests ; 
it  would  excite  national  jealousy  and  awaken  inher- 
ited ill-will.  No  doubt  the  English  pound  is  the 
most  important  unit  of  account  in  the  whole  com- 
mercial world ;  perhaps  (though  this  is  much  more 
disputable)  the  sovereign  is  the  most  important  coin 
in  the  world :  but  a  common  French  peasant  does 
not  know  this,  and  would  not  believe  this ;  no  rea- 
soning would  bring  it  home  to  his  apprehension ;  in 
spite  of  all  arguments,  he  would  think  he  was  yield- 
ing to  an  enemy  and  that  he  was  being  cheated  by 
an  enemy. 

THE    PRACTICAL    PROPOSALS    FOR    AN    INTERNATIONAL 
COINAGE. 

[CONTINUATION  OF  PRECEDING  ARTICLE.] 

(From  the  Economist,  Dec.  5, 1868.) 

THE  unit  suggested  for  an  international  money 
most  contrasted  with  the  sovereign  and  the  25-franc 
piece  is  that  proposed  by  M.  Chevalier.  These  two 
suggestions  are  founded  on  the  notion  of  adhering 
as  far  as  possible  to  existing  coins ;  but  M.  Chevalier 
discards  that  principle.  He  says  in  substance  :  — 
"If  you  take  the  25-franc  piece  you  will  have  the 
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same  difficulty  out  of  France  as  if  you  proposed  a 
new  unit,  and  if  you  take  the  sovereign  you  will 
have  the  same  difficulty  everywhere  out  of  England : 
it  is  best  to  go  back  to  principle  and  take  the  best 
unit,  —  the  scientific  unit.  You  will  then  have  a 
sound  reason  in  which  all  nations  will  concur  ;  you 
will  surmount  the  difficulty  of  asking  one  nation  to 
concede  to  another;  you  will  be  better  in  theory, 
and  you  will  not  be  worse  in  practice."  But  then 
comes  the  question,  What  is  that  best,  that  scien- 
tific unit  ?  What  is  it  that  all  nations  will  see  to 
be  inherently  preferable  ?  What  is  it  that  for  its 
abstract  merit  they  will  be  willing  to  choose  ? 

To  this  M.  Chevalier  gives  what  we  must  call  a 
French  answer :  he  founds  himself  upon  the  metric 
system  of  weights  and  measures ;  and  he  alleges  not 
only  that  this  system  is  in  practice  more  convenient, 
but  also  that  it  is  in  some  way  more  perfect  than 
other  systems  in  science  and  theory,  which  indisput- 
ably it  is  not.  There  is  no  unit  of  weight  or  unit  of 
measure  in  itself  and  by  any  intrinsic  quality  better 
than  all  other  weights ;  whatever  selection  you  make 
must  be  arbitrary.  Six  yards  long  means  six  times 
the  length  of  a  certain  rod  in  London  ;  six  pounds 
means  six  times  the  weight  of  a  certain  standard 
solid  in  London.  There  is  nothing  essentially  good 
in  this  weight  or  this  length ;  it  happens  to  be 
fixed  upon,  but  different  ones  might  have  been  fixed 
upon.  The  French  metre  is  ''the  10,000,000th  part 
of  the  quadrant  of  the  meridian  passing  through 
France  from  Dunkirk  to  Frementara,"-  —  which  is  as 
arbitrary  a  length  as  could  be  found.  The  French 
unit  of  weight  is  the  gramme,  which  is  a  "cubic 
centimetre,  or  the  100th  part  of  a  metre  of  distilled 
water  of  the  temperature  of  melting  ice," — as  arbi- 
trary and  even  as  curious  a  thing  as  can  be  imagined. 
The  notion  of  most  Frenchmen  that  there  is  some- 
thing very  scientific  here  is  an  error ;  it  was  an  arbi- 
trary choice  like  any  other,  as  good  [as]  and  no  better 
than  any  other. 
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But  it  is  upon  the  metric  system  that  M.  Che- 
valier grounds  his  coinage  scheme.  He  justly  says 
that  originally  the  principal  coin  was  a  principal 
weight  in  some  metal :  the  pound  sterling  was  a 
real  pound's  weight  of  silver  in  the  beginning ;  so 
was  the  livre  Tournois,  which  down  to  the  Revolu- 
tion continued  to  be  the  great  coin  of  old  France. 
This  is  the  simple  notion  of  a  " coin," -—some  sim- 
ple weight  of  a  precious  metal,  authenticated  by  gov- 
ernment or  in  some  way.  M.  Chevalier,  with  great 
learning  and  great  acuteness,  exemplifies  this  as  in 
the  Chinese  system  and  in  other  systems ;  and  he 
argues  that  because  the  original  coin  was  a  simple 
weight  in  some  metal,  so  the  new  one  should  be 
too, — any  fractions  are  an  incurable  defect.  Then  he 
objects  to  the  25-franc  piece,  because  when  written 
in  the  metric  system  of  weights  it  appears  as  0.32557 
grammes,  and  the  English  sovereign  it  is  also  not 
possible  to  express  neatly.  But  we  cannot  agree 
to  this  logic  :  it  does  not  follow  that  the  new  coin 
ought  to  be  a  weight  very  simply  expressible,  be- 
cause [the]  oldest  coins  in  their  origin  were  very 
simply  expressible.  The  notion  of  a  coin  began  so ; 
it  could  not  else  be  made  intelligible  to  barbarians  : 
bui  we  are  not  barbarians  ;  we  know  what  a  coin  is, 
well  enough.  We  do  not  care  what  exact  weight  a 
sovereign  is  ;  we  know  it  contains  a  certain  weight 
of  gold,  because  that  gold  is  the  source  of  its  value, 
but  we  never  in  practice  think  about  it.  In  fact, 
the  sovereign  is  not  easily  expressible  in  English 
weights.  An  ounce  troy  coins  into  3|ff  sovereigns, 
or  480  ounces  make  1869  sovereigns,  and  you  can- 
not state  it  more  easily ;  but  no  difficulty  arises : 
we  do  not  think  of  the  origin  of  coins;  we  do  not 
care  what  was  the  relation  in  the  first  times  between 
simple  weight  and  primary  coin ;  we  use  our  sov- 
ereigns and  we  do  not  care.  We  understand  fractions 
well  enough  to  be  able  to  weigh  great  masses  of  sov- 
ereigns when  we  want.  A  simple  equation  between 
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the  unit  of  weight  and  the  unit  of  coinage  may  be 
a  theoretical  advantage,  —  a  determining  reason  for 
choosing  between  two  or  more  units  equally  con- 
venient ;  but  it  is  not  a  primary  quality  in  such  coins, 
it  is  not  an  essential  requisite. 

M.  Chevalier's  exact  proposal  is,  that  the  new 
unit  should  be  a  piece  of  ten  grammes  weight ; 
as  he  says,  "once  and  a  half  the  volume  of  a  piece 
of  twenty  francs."  But  why  ten  grammes  weight  ? 
Why  not  one  gramme,  since  a  gramme  is  the  unit 
of  weight?  It  seems  a  gramme  is  too  small  for  a 
unit ;  you  could  not  make  a  nice  money  by  multi- 
plying it  and  dividing  it.  But  surely  this  shows 
plainly  that  the  entire  question  is  one  of  conven- 
ience and  utility;  that  the  "unit  of  weight"  has 
no  indefeasible  title  to  be  a  "unit  of  money";  that 
we  must  judge  whether  it  should  be  so  by  a  com- 
parison of  that  advantage  with  other  advantages. 

The  real  question  is  simple ;  it  is  only  this  :  — 
Which  is  more  important  for  a  new  international 
coin,  —  an  easily  expressible  relation  to  the  unit 
weight  of  the  metric  system,  or  an  easily  expressible 
relation  to  present  coins  and  present  moneys  of 
account  ?  M.  Chevalier  decides  in  favor  of  the  for- 
mer ;  but  we  cannot  agree  with  him.  We  attach  no 
special  scientific  value  to  the  French  metric  system  ; 
we  do  not  think  it  of  primary  importance  that  the 
unit  of  value  should  be  a  simple  (though  arbitrary) 
element  of  the  unit  of  weight ;  we  regard  it  as 
very  important  that  the  new  coin  should  be  easily 
expressible  in  old  coins. 

The  last  of  the  most  remarkable  systems  which 
have  been  proposed  for  an  international  coin  is  one 
of  singular  ingenuity.  It  was  proposed  by  the  pres- 
ent Master  of  the  Mint  —  one  of  the  English  repre- 
sentatives at  the  Congress  of  Paris  —  that  ten  francs 
should  be  taken  as  the  unit  of  value,  and  that  a 
gold  piece  of  that  value  (it  would  be  nearly  8s.)  should 
be  struck  to  represent  it.  The  principal  advantage 
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of  this  scheme  is  plain :  those  nations  who  now 
reckon  in  francs  would  be  able  after  the  change  to 
reckon  in  francs ;  those  who  now  use  the  French 
coinage  —  or,  as  we  should  now  call  it,  the  coinage 
of  the  International  Convention  —  could  continue  to 
use  it ;  the  novelty  is  identical  with  a  great  reality. 
The  exact  scheme  and  the  way  it  seems  to  have 
suggested  itself  at  the  Congress  of  Paris  is  thus 
described  by  the  British  delegates :  — 

"The  renunciation  of  the  principle  of  a  currency  based  on  a 
standard  of  silver  seemed  to  imply  and  necessitate  the  adoption  of 
a  common  unit  of  higher  value  than  that  at  present  prevailing  in 
countries  not  possessing  a  gold  standard,  and  the  piece  of  five 
francs  was  that  which,  in  spite  of  individual  objections,  found  favor 
with  the  majority  of  the  Commissioners. 

"Exception  was  taken  to  it  by  some  of  the  members  for  the 
practical  reason  of  its  insignificant  dimensions,  and  upon  the  more 
theoretical  ground  that  it  does  not  perfectly  harmonize  with  the 
decimal  system. 

"We  shared  this  opinion,  and  were  prepared  to  have  suggested 
as  preferable  a  ten-franc  piece,  which  would  not  only  be  free  from 
these  drawbacks,  but  would  be  more  likely  to  be  acceptable  in  Eng- 
land, which  is  accustomed  to  the  higher  unit  of  the  sovereign. 

"A  new  British  coin  having  the  same  quantity  of  gold  as  the 
ten-franc  piece,  with  the  same  proportion  of  alloy,  would  be  within 
%d.  of  Ss.  in  value.  Such  a  piece  could  be  legally  introduced 
into  circulation  as  an  additional  member  of  the  present  coinage, 
provided  it  was  issued  as  a  token  coin  for  Ss.  and  made  a  legal 
tender  to  a  limited  amount  only,  such  as  £4  or  ten  pieces.  It 
could  have  inscribed  upon  it  '10  francs'  in  addition  to  its  cur- 
rent value  of  '85.'  This  coin  would  become  the  unit  of  computa- 
tion, the  new  pound  or  metrical  pound ;  or  it  might  be  made 
the  tenth  part  of  a  new  metrical  pound,  if  a  denomination  of 
higher  value  were  demanded.  We  would  thus  become  possessed 
of  an  international  coin. 

"The  scheme  of  coinage  which  it  would  be  the  means  of 
suggesting  is  one  resting  upon  the  penny  reduced  four  per  cent, 
in  value,  and  would  include  a  silver  piece  of  ten  such  pence,  in 
addition  to  the  gold  piece  of  100  pence.  The  ultimate  adjustment 
of  the  European  and  American  coinages  contemplated  would  pre- 
sent :  — 
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"  In  the  French  coinage  : 
"  1  franc  divided  into  100  centimes  ; 

"  In  the  American  : 
U5  francs  (dollar)  divided  into  100  cents; 

"In  the  British  : 

"  10  francs  (gold  florin,  one  metrical  pound,  or  one-tenth  of 
a  metrical  pound),  divided  into  100  pence  ;  with  the  addition,  if 
desired,  of  100  francs  (one  metrical  pound,  £4  sterling),  divided 
into  1,000  pence. 

"Such  a  coin  as  the  gold  Ss.  piece  could  be  produced  without 
expense,  owing  to  the  seignorage  of  %d.  which  it  would  yield  as 
a  token,  and  the  piece  could  be  made  sufficiently  distinctive  by 
giving  it  a  plain  edge.  For  the  issue  of  such  a  piece  there  is  the 
precedent  of  the  silver  florin,  which  was  devised  to  represent  the 
pound  and  mil  system,  and  to  bring  that  system  under  the  notice 
of  the  public.  The  8s.  piece  proposed  would  represent  the  metrical 
system  founded  upon  the  penny,  which  has  always  been  a  rival 
with  the  former  in  general  estimation,  and  which  seems  entitled 
to  equal  consideration  at  the  hands  of  government.  The  issue  of 
such  a  piece,  while  it  brought  the  metrical  system  of  coinage  into 
notice,  would  not  be  conclusive  as  to  the  ultimate  adoption  of  that 
system,  but  would  leave  it  possible  to  advance  in  such  a  course,  or 
to  recede  from  it  at  any  time  without  embarrassment." 

As  the  delegates  state  their  plan,  it  involves  the 
immediate  issue  of  an  Ss.  gold  piece,  which  is  to 
circulate  with  the  present  coins.  But  in  this  there 
would  be  much  harm  and  no  good :  it  would  be  very 
inconvenient  to  have  at  once  in  circulation,  pieces 
so  alike  in  appearance  but  so  sensibly  different  in 
value  as  an  Ss.  gold  piece  and  a  105.  gold  piece  ;  the 
cashiers  of  all  banks  would  rebel  against  the  puz- 
zle, and  in  practice  it  would  cause  constant  mistakes. 
The  half-sovereign  we  must  have,  and  so  the  85. 
piece  would  be  unpopular  as  an  introduction  of  the 
proposed  coin;  it  would  be  a  bad  introduction.  The 
8s.  piece  would  begin  by  creating  blunders  and  caus- 
ing plague  ;  it  would  be  itself  unpopular,  and  make 
everything  allied  to  it  unpopular  too. 

But  though  the  immediate  issue  of  a  ten-franc 
piece  in  England  is  out  of  the  question,  its  adoption 
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as  a  basis  for  a  universal  money  is  by  no  means 
out  of  the  question.  There  is  indeed  one  objection 
of  great  magnitude  to  it,  —  of  the  greatest  magni- 
tude, to  English  ideas :  the  ten-franc  piece  is  a  very 
low  unit.  The  tendency  of  nations  is  to  augment  the 
scale  of  their  transactions ;  and  the  larger  the  trans- 
action, the  more  convenient  to  have  a  high  unit  in 
terms  of  which  to  express  it.  The  natural  change 
is  from  a  lower  unit  to  a  higher,  and  it  is  a  going 
back  in  civilization  to  begin  to  count  in  8s.  pieces 
when  we  have  been  used  to  count  in  pounds  ster- 
ling :  the  number  of  figures  would  be  greater,  and 
the  reckoning  would  be  more  difficult.  To  this  it  is 
replied :  first,  that  the  reckoning  would  be  in  deci- 
mals, which  for  all  paper  calculations  is  indisputably 
easier,  so  that  the  increased  facility  by  the  improve- 
ment in  the  mode  of  calculation  may  be  set  off 
against  the  augmented  difficulty  from  the  degrada- 
tion of  the  unit ;  secondly,  that  for  very  large  cal- 
culations the  new  method  may  easily  be  made  better 
than  the  old.  As  civilization  augments  and  com- 
merce extends,  the  sovereign  may  become  an  incon- 
veniently small  unit ;  indeed,  even  now  the  use  of  it 
often  involves  an  inconvenient  number  of  figures. 
But  100  francs  or  £4  might  in  the  new  system 
easily  serve  as  a  "  large-business  unit,"  and  as  a 
monetary  statistical  unit :  it  would  perhaps  be  better 
than  the  sovereign  for  the  last  purpose,  and  as  good 
as  the  sovereign  for  the  first  purpose. 

In  other  respects  the  proposal  to  issue  a  ten-franc 
unit  is  faultless.  It  at  once  affords  a  basis  for  a 
universal  money  of  account ;  prices  could  be  every- 
where quoted  in  it,  just  as  they  are  now  quoted  in 
it  throughout  France  and  throughout  the  countries 
of  the  Convention.  It  thoroughly  accomplishes  the 
end  if  we  can  but  make  up  our  mind  to  the  means. 

There  still  remains  a  proposal  suggested  to  the 
Commissioners, — that  the  25-franc  piece  might  be 
adopted  in  this  country  as  a  monetary  unit,  upon 
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condition  that  France  and  other  countries  adopted 
it  as  a  monetary  unit  too ;  that  we  should  decimal- 
ize upon  that  basis,  if  they  would  change  their  unit 
and  decimalize  upon  it  too.  But  the  merits  and  de- 
merits of  this  scheme  must  be  discussed  in  another 
article. 


THE  RESULT  OF  THE   INTERNATIONAL-COINAGE  DISCUSSION. 

[From  the  Economist,  Dec.  19,  1868. J 

THE  proposal  to  establish  a  new  unit  of  account 
of  twenty-five  francs  has  some  plausibility  at  first 
sight :  there  is  a  coin  very  near  to  it  in  all  the 
most  important  countries,  —  the  Spanish  doblon,  the 
American  half-eagle,  the  English  sovereign  are  all 
very  near  to  it ;  a  decimal  system  of  money  and 
accounts  based  on  this  piece  would  be  approximately 
intelligible  wherever  it  is  necessary.  But  here  the 
merit  of  the  scheme  stops.  Though  like  many  non- 
French  coins,  it  is  identical  with  no  coin ;  in  Spain, 
in  England,  and  in  America  there  would  be  a  slight 
change  to  be  made,  and  in  this  matter  the  difficulty 
of  making  a  change  is  not  to  be  estimated  by  its 
arithmetical  magnitude,  —  a  small  change  may  cause 
more  difficulty  than  a  great  change.  Even  in  France 
there  is  as  yet  no  such  coin  in  circulation  ;  it  has 
been  proposed  there,  as  a  concession  to  foreign  wishes, 
and  especially  to  supposed  English  wishes,  but  it 
is  not  desired  or  thought  of  by  the  mass  of  the 
French.  Its  adoption  as  a  unit  will  entail  a  change 
of  every  coin  in  the  world  and  of  every  money  of 
account  in  the  world,  and  there  is  therefore  no 
chance  of  its  being  chosen.  It  would  be  a  contriv- 
ance to  combine  as  many  difficulties  as  possible  and 
to  puzzle  as  many  people  as  possible. 

A    suggestion    may,    however,    be    founded    on    it. 
The    great  difficulty  in  all  changes    of   coin  is  with 
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the  smaller  coins.  This  is  the  difficulty  which  has 
prevented  and  is  long  likely  to  prevent  a  decimaliza- 
tion of  a  coinage  founded  on  the  £.  Twenty  years 
ago  and  more  the  florin  was  struck  as  a  first  step 
to  that  scheme,  and  to  prepare  men's  minds ;  but  we 
are  not  a  bit  nearer  that  scheme  than  we  then  were. 
Mr.  Gladstone  told  a  deputation  that  he  was  by  no 
means  certain  "we  could  get  rid  of  the  penny,"  and 
there  the  plan  stuck.  The  mass  of  the  community 
could  not  be  persuaded  to  change  the  petty  coins  they 
use  and  reckon  in  ;  and  so  many  tolls  and  charges  — 
some  belonging  to  private  people  —  are  assessed  in 
the  smaller  coins,  that  we  should  be  immersed  in  a 
complexity  of  compensations.  No  doubt  it  could  be 
done,  and  for  a  great  object  ought  to  be  done,  but 
there  would  be  endless  difficulty  in  persuading  the 
people  to  do  it.  On  the  contrary,  if  you  retain  the 
smaller  coins,  all  other  changes  are  in  comparison 
easy :  you  do  not  require  to  change  the  habits  of  the 
mass  of  mankind ;  you  address  yourself  to  the  users 
of  valuable  coins,  who  are  in  some  degree  educated ; 
you  can  translate  exactly  each  old  sum,  however 
small,  into  the  coinage  you  propose ;  everybody  could 
pay  exactly  what  they  had  contracted  to  pay ;  no 
man's  income  would  be  menaced  and  no  one's  di- 
minished. Now,  a  system  can  certainly  be  devised 
which  would  keep  the  English  small  money,  and 
also  the  American  small  money :  the  plan  of  decimal 
coinage  known  as  the  "  farthing  plan "  does  this. 
We  should  have  to  change  the  sovereign  to  1,000 
farthings,  or  £1.  Os.  lOd  ;  now,  this  is  almost  exactly 
the  half-eagle  of  five  dollars.  Taking  the  dollar  at 
4s.  2d.,  which  by  Act  of  Congress  it  is,  the  American 
cent  is  an  English  halfpenny ;  and  the  cent  there- 
fore could  be  retained  in  the  United  States  as  a  pay- 
ing coin,  just  as  the  halfpenny  could  be  kept  here. 
It  would  therefore  be  not  only  possible,  it  would  for 
such  a  matter  be  even  easy,  to  found  a  great  Anglo- 
Saxon  system  of  coins,  —  a  system  of  coins  which 
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would  be  common  to  both  the  great  nations  which 
speak  the  English  language.  And  the  two  countries 
would  not  only  obtain  the  advantage  of  uniformity, 
each  of  them  would  have  a  better  coinage  than  it 
now  has.  America  would  have  a  high  gold  unit, 
and  would  reckon  her  vast  debt  and  great  taxation 
in  units  of  suitable  size ;  counting  such  large  sums 
by  dollars  seems,  and  always  must  seem,  like  meas- 
uring their  enormous  territory  by  inches.  England 
would  have  a  decimal  coinage  and  a  decimal  sys- 
tem of  accounts  which  now  she  has  not,  and  which 
as  long  as  we  keep  the  sovereign  as  our  principal 
unit  she  is  not  at  all  likely  to  have. 

No  doubt  it  would  be  long  before  the  French,  and 
the  other  nations  which  have  adopted  their  money, 
would  change  and  adopt  the  Anglo-Saxon  money. 
But  still,  the  mercantile  transactions  of  the  English- 
speaking  race  are  so  much  greater  than  those  of 
any  other  race  ;  a  price  current  that  an  Anglo-Saxon 
can  effectually  deal  with  is  a  price  current  so  much 
more  important  and  so  much  more  read  than  a  price 
current  which  only  the  French  and  the  copiers  of 
French  money  can  readily  use,  —  that  in  the  course 
of  years  it  is  very  likely  that  the  Anglo-Saxon  money 
would  become  the  one  money.  And  even  before  then 
it  might  be  and  would  be  largely  used  as  the  prin- 
cipal money  of  wholesale  account:  every  great  firm 
in  the  world  would  quote  prices  in  that  great  spread- 
ing and  (so  to  say)  oceanic  money,  as  well  as  in  its 
own  local  money.  Besides,  it  must  not  be  forgotten 
that  Germany  will  have  a  currency  to  choose  :  none 
of  her  many  currencies  are  suitable  to  modern  com- 
merce ;  and  she  ought  to  have  —  and  will  have,  we 
may  be  sure,  ere  long  —  one  uniform  coinage  and  one 
single  money  of  account.  It  is  very  likely,  consider- 
ing her  great  intercourse  with  America  and  England, 
that  she  might  choose  to  select  the  money  which 
we  put  forward  rather  than  that  which  France  puts 
forward.  In  that  case  there  would  be  one  Teutonic 
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money  and  one  Latin  money  ;  the  latter  mostly  con- 
fined to  the  West  of  Europe,  and  the  former  circulat- 
ing through  the  world.  Such  a  monetary  state  would 
be  an  immense  improvement  on  the  present.  Yearly 
one  nation  after  another  would  drop  into  the  union 
which  best  suited  it ;  and  looking  to  the  commer- 
cial activity  of  the  Teutonic  races,  and  the  compara- 
tive torpor  of  the  Latin  races,  no  doubt  the  Teutonic 
money  would  be  most  frequently  preferred.  In  this 
case  as  in  most,  the  stronger  would  daily  come  to  be 
stronger,  and  the  weaker  daily  be  —  in  comparison  if 
not  absolutely — weaker.  Probably  in  the  end  the  less 
coinage  would  merge  in  the  greater;  but  at  any  rate 
it  would  be  a  great  step  to  have  but  two  moneys, 
and  we  could  well  make  shift  to  do  with  that  if  we 
were  sure,  as  we  should  be,  that  there  never  were 
to  be  any  more. 

The  worst  objection  to  such  a  plan  is  the  present 
state  of  the  American  paper  currency.  The  metallic 
dollar  of  4s.  2d.  is  superseded  by  the  paper  greenback, 
worth  a  good  third  less  ;  men  buy  in  paper,  not  in 
gold,  and  sell  for  paper  too.  If  the  two  countries 
adjusted  their  metallic  currencies,  they  still  would 
not  have  a  monetary  union,  because  one  altogether 
rejects  coin  as  a  measure  of  value  and  the  other 
adheres  to  it.  Still,  we  may  hope  that  the  paper  de- 
preciation of  America  will  be  temporary ;  the  other 
difficulties  of  a  monetary  union  will  take  some  time 
to  settle,  and  in  the  mean  time  this  one  may  settle 
itself. 

It  is  true  that  even  after  this  depreciation  is  cured, 
another  difficulty  would  remain,  —  though  by  Act  of 
Congress  the  dollar  is  valued  at  4s.  2d.,  in  fact  in 
real  gold  it  is  not  so  much  ;  but  after  the  immense 
alterations  in  the  value  of  the  dollar  which  the 
greenback  system  has  introduced,  it  is  not  prob- 
able that  the  Americans  would  object  to  a  slight 
change  for  the  purpose  of  founding  a  monetary  union 
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primarily  with  England,  and  gradually  we  may  hope 
with  much  if  not  all  the  civilized  world. 

America  has  the  casting  vote  in  this  matter.  If 
she  should  in  fact  (as  it  has  been  said  and  sug- 
gested she  would)  join  the  existing  monetary  union, 
it  would  be  useless  to  attempt  to  rival  the  currency 
of  that  union:  it  would  then  be  supported  by  the 
principal  nations  of  the  Latin  race,  and  by  the  sec- 
ond and  the  most  augmenting  nation  of  the  Anglo- 
Saxon  race ;  it  would  couple  the  prestige  of  the  old 
Continent  and  that  of  the  new.  But  as  yet  the 
people  of  the  United  States  have  never  considered 
the  "international-coinage"  question  any  more  than 
the  people  of  England ;  when  they  do,  it  is  probable 
that  they  would  consider  a  union  with  England  of 
greater  importance  than  a  union  with  the  nations 
which  have  copied  the  French  coinage, — her  transac- 
tions with  us  are  now  far  more  than  hers  with  them, 
and  as  we  have  before  said,  English-speaking  business 
grows  faster  than  any  other  business.  So  impressed 
was  Mr.  Chase  with  the  advantage  of  a  common 
money  with  England,  that  he  proposed  to  Congress 
to  adopt  the  English  sovereign.  But  the  change  to  a 
common  union  founded  on  the  five-dollar  piece  must 
be  far  more  pleasing  to  American  sentiment  than  a 
change  to  the  English  sovereign;  and  as  we  have 
seen,  it  is  better  for  us  too,  since  any  new  interna- 
tional coinage  must  be  decimal,  and  the  decimal  sys- 
tem founded  on  the  £  involves  so  much  interference 
with  "  penny  business "  that  it  probably  could  not 
be  carried.  Besides,  it  "  stops  the  way "  of  all  coin- 
age improvement ;  not  becoming  itself  more  popular, 
but  preventing  Englishmen  from  attending  to  any 
scheme  which  might  be  popular  and  might  be  car- 
ried. 

We  suggest  this  scheme  in  no  hostility  to  the 
ten-franc  scheme ;  on  the  contrary,  we  think  Messrs. 
Graham  and  Wilson,  our  Commissioners  at  Paris, 
who  first  suggested  it,  made  an  immense  advance  in 
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"one-currency"  discussion.  Before  that  there  was  no 
proposal  which  gave  us  one  real  money,  one  money 
of  account.  Before  that  the  suggestions  went  to  a 
common  coin,  —  a  five-franc  or  25-f ranc  coin  ;  there 
was  no  plan  at  all  which  would  enable  prices  to  be 
quoted  alike  and  bargains  to  be  expressed  alike.  Nor 
is  there  any  competing  scheme  now  which  could  at 
once  give  us  these  benefits.  The  advocates  have  a 
strong  position  :  they  speak  on  behalf  of  a  great 
monetary  union ;  they  say,  "  We  have  made  a  great 
sacrifice,  we  have  abolished  our  old  currencies  ;  we 
have  adopted  a  new  currency  :  do  you  join  with  us, 
and  change  your  currency  as  we  have."  It  is  hard 
to  reply,  "  Oh,  you  have  changed  too  fast ;  you  have 
chosen  a  currency  you  should  not  have  chosen  :  you 
must  change  again ;  you  mus't  make  a  third  currency 
if  we  are  to  join  you."  Practically,  the  difficulty  of 
inducing  the  present  race  of  Frenchmen  and  French 
imitators  to  disuse  the  franc  is  insuperable.  Genera- 
tions must  pass  before  they  will  think  of  it,  much 
less  do  it.  The  "ten-franc"  advocates  have  therefore 
the  best  of  clients,  —  a  client  who  will  consent  to 
"nothing";  they  are  able  by  the  consistent  force  of 
obstinate  multitudes  to  say,  "If  you  will  not  have 
our  union  you  shall  have  none,  for  we  will  not  con- 
sent to  any  other.  We  have  just  '  built  a  new 
house':  you  may  or  may  not  come  and  live  in  it, 
but  we  cannot  pull  it  down  again  and  begin  a  third 
house  to  please  you."  What  the  answer  to  this  is, 
we  will  next  week  show. 


THE    REAL    FEASIBILITY    OF    ASSIMILATING    THE    ENGLISH 
AND    THE  AMERICAN  CURRENCIES. 

[From  the  Economist,  Dec.  26,  1868.] 

WE  last  week  said  that  nothing  can  exceed  the  in- 
genuity of  the  "ten-franc"  scheme  for  international 
money  ;  that  it  is  more  original  than  any  other 
scheme  ;  that  it  promises  more  than  any  other 
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scheme :  but  we  fear  that  in  practice  there  are  too 
many  objections  to  it.  A  responsible  minister  would 
hardly  face  Parliament  with  it. 

First,  it  would  alter  the  penny,  and  the  penny  is 
the  unit  of  small  payments.  The  indistinct  manner 
in  which  this  grave  objection  has  been  understood  by 
some  accomplished  supporters  of  the  plan  is  remark- 
able. Thus  Mr.  Leone  Levi,  on  examination  before 
the  Commission,  gave  Lord  Halifax,  the  chairman, 
these  answers  :  — 

"  376.  Do  you  think  that  such  a  complete  revolution  in  the 
coinage  as  that  would  be  well  received  in  this  country? — The  penny 
would  remain ;  and  we  must  remember  that  when  the  discussion 
was  carried  on  about  the  pound  and  mil  scheme,  a  very  large 
and  preponderating  number  of  persons  were  in  favor  of  the  main- 
tenance of  the  penny  above  the  sovereign,  and  more  especially  of 
the  tenpenny  scheme.  The  difference  between  the  tenpenny  scheme 
formerly  advocated  and  my  proposal  is,  that  with  mine  you  have 
a  gold  and  international  unit  as  the  basis,  whilst  formerly  that 
plan  seemed  to  imply  a  silver  unit,  without  introducing  any  uni- 
formity with  the  coins  of  other  countries. 

"  377.  Would  not  the  penny  be  altered  too?  —  Not  in  reality, 
because  the  present  penny  is  really  worth  ten  centimes. 

"  378.     One  hundred  pence  are  worth  8s.  4d? — Yes,  nominally. 

"  379.     For  that  you  would  pay  only  8s.?  —  Yes. 

"  380.  There  is  therefore  a  difference  of  4  per  cent,?  —  Yes, 
the  25th  part  of  every  penny.  What  is  contemplated  is  a  unit  of 
100  pence  ;  the  relation  it  would  bear  to  the  present  coin  would 
of  course  be  different. 

"  381.  Your  ten-franc  piece  would  be  100  pence?  —  Yes,  that  is 
the  basis. 

"  382.  The  ten-franc  piece  is  equal  to  8s.?  —  Yes,  with  the 
present  penny. 

"383.  After  the  change?  — No;  then  it  will  be  worth  100 
pence.  I  allow  that  there  is  some  difficulty  in  this  manner,  aris- 
ing from  the  slight  change  in  the  value  of  the  penny ;  but  the  new 
ten-franc  piece  for  the  present  should  be  issued  as  a  token  only. 
I  consider  it  far  easier  to  make  that  change  in  the  penny  than  in 
the  sovereign,  which  is  the  standard. 

"  384.  I  understand  you  to  say  that  the  penny  would  not 
be  changed  ;  would  it  not  be  changed  ?  —  Not  in  respect  to  its 
intrinsic  value ;  in  its  relation  to  the  present  coinage  it  would 
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have  to  be.  You  could  take  the  same  penny  as  exists  now,  and 
count  it  at  the  rate  of  100  to  the  10  francs,  because  it  is  not 
worth  more. 

"  385.  Of  course  its  intrinsic  value  is  much  below  that?  —  Yes, 
that  is  what  I  mean. 

"  386.  But  the  value  for  which  the  penny  is  current  would 
be  reduced?  — Yes." 

The  truth  obviously  is,  that  all  penny  incomes 
would  be  taxed  nearly  Wd.  in  the  £,  and  the  owners 
would  ask  for  compensation  and  must  have  compen- 
sation. An  income  tax  so  special  and  so  sudden 
would  not  be  borne  silently.  The  owners  of  bridge 
tolls  and  ferries  are  not  the  main  people ;  the  whole 
system  of  railway  carriage  is  based  on  penny  charges. 
For  example,  the  following  are  passenger  charges :  — 

First  Class.       Second  Class.    Third  Class. 

s.  d.  tf.  d.  s.     d. 

London  to  Birkenhead,      ...     33  6  25  0  16    1£ 

Birdbrook,  .....     14  8  10  3  13    2 

Beechington,    ...     15  0  10  6  5  10 

Bishopstoke,     ...     14  6  10  6  61 

Bishopstone,     ...     14  0  11  5  49 

Bishop  Stortford,  .     .78  46  28 

Again,  the  following  rates  are  charged  on  a  main  line 
in  Ireland,  which  is  only  an  average  specimen :  - 

RATES  CHARGED. 

d. 

1.  Grain,          .        .        .        .        1^  per  ton  per  mile. 

2.  Drink,          ....         If 

3.  Salt  provisions,  .        .        .        li 
A   j  Pitwood,    .        .        .        .        0; 

fc<  (  Cut  timber,        .        .        .  1:  • 

5.  Artificial  manure,        .        .  1: 

6.  Groceries,     .         .         .         .  2-,- 

7.  Bale  goods,  including  wool,  2t 

Bricks,  tiles,  slates,  stone,  Oi 
Drain  pipes,  .  .  .  1: 
Iron  castings  and  machinery,  2i 
Iron  agricultural  implements,  4< 

10.  Potatoes,      .        .        .        .        V 

11.  Coal  and  coke,    .        .      f<2.  to  1 

VOL.  V.— 33 


I 
) 
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These  charges  are  often  the  highest  the  company 
can  by  law  make ;  any  minister  who  shall  undertake 
to  adjust  them  to  a  currency  not  expressible  in  pen- 
nies will  have  a  hard  task  before  him. 

Secondly,  a  change  to  the  French  system  of  reck- 
oning is  a  change  that  must  be  made  at  once. 
There  can  be  no  transition  state ;  the  two  systems  of 
reckoning  cannot  be  used  together.  Neither  pound, 
shilling,  nor  penny  would  have  an  exact  equivalent 
in  the  new  coinage  or  the  new  money  of  account. 
On  a  given  day  we  must  all  take  to  francs  and 
abandon  shillings. 

Some  imagine  that  this  interval  can  be  bridged 
over  by  the  issue  of  an  introductory  coin  ;  it  is  sug- 
gested "that  a  gold  coin  of  the  value  of  ten  francs 
(which  is  of  less  value  than  Ss.  by  about  three- 
fourths  [of  a  penny])  should  be  struck  and  issued  as 
a  token  coin  for  8s.,  and  be  made  legal  tender  up  to 
£4."  But  no  one  would  count  or  reckon  in  such  a 
coin ;  no  one  would  cash  accounts  in  8s.  pieces ;  no 
one  would  quote  prices  in  them,  no  one  think  in 
them.  We  have  had  for  years  the  florin  as  an  "in- 
troductory coinage"  to  the  "pound  and  mil"  scheme 
of  decimals,  but  we  are  not  nearer  that  scheme.  No 
one  writes  in  "florins"  or  talks  in  "florins";  they 
are  pieces  of  2s.  and  24d,  and  they  are  no  more.  The 
85.  token  would  be  equally  neglected  in  thought,  and 
equally  useless  as  an  introduction. 

In  the  present  state  of  the  education  of  English- 
men the  transition  state  is  most  important.  In  better 
educated  parts  of  the  world  —  in  North  Germany,  for 
example  —  it  is  very  likely  that  a  sudden  change  in 
the  modes  of  reckoning  could  be  effected ;  but  it  is 
not  so  here.  A  great  deal  of  counting  both  on  paper 
and  in  the  head  is  done  by  very  illiterate  people ; 
especially  by  women,  who  can  do  things  "their  own 
way "  very  well,  though  they  cannot  explain  what 
that  way  is,  and  though  very  often  it  is  not  easy 
to  tell.  Many  a  common  tradesman  who  now  keeps 
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or  half-keeps  books  in  our  present  money,  could  not 
keep  them  at  all  if  he  were  obliged  to  keep  them  in 
any  other  money;  he  would  get  "bothered":  pence, 
shillings,  and  sovereigns  seem  to  him  indispensable, 
and  without  them  he  cannot  get  on. 

The  change  of  book-keeping  would  be  a  greater 
difficulty  because  it  would  be  coincident  with  a  great 
change  in  prices.  Almost  all  prices  are  expressed  in 
pennies  or  fractions  of  a  penny.  Take  the  follow- 
ing list  almost  at  random  from  our  usual  "price 
current "  :  — 

HIDES. 


Ox  and  Cow  —  B.  A.  and  Montevideo,  dry,  per  Ib 

Do.,  and  Rio  Grande,  salted, 
Brazil,  dry,    . 

Drysalted,  . 
Drysalted  Mauritius, 
Rio,  dry  Rio  Grande, 
West  Coast  hides, 
Cape,  salted, 
Australian, 
New  York, 
East  India, 
Kips,  Russia, 
South  America  horse, 


per 


s. 

d. 

s.  d. 

0 

6£ 

@  0  10 

0 
0 

P 

0        6; 

0     9' 

0 

5 

0     7. 

0 

6$ 

o   7; 

0 

7 

0  10 

0 

7 

0     9 

0 

3A 

0     6J 

0 
0 
0 

CO  CO  «0 

0     5$ 
0     41 
1     1 

0 

*         6 

8 
6 

0  10$ 
12     0 

INDIGO. 


Bengal,   . 
Oude,     . 
Madras,  . 
Kurpah, 
Manila,  . 


per  Ib. 


1  1 

3  6 

1  0 

3  4 

4  6 


9  11 
8     1 

7  1 

8  8 
8    0 


These  prices  must  be  all  changed,  and  most  others 
too,  at  the  same  moment ;  one  would  be  changed  to 
the  advantage  of  the  seller,  another  to  his  disadvan- 
tage ;  and  just  then  the  retail  sellers  of  the  country 
would  be  required  to  adopt  a  new  mode  of  account 
keeping.  It  would  not  be  easy  to  many  to  know  if 
they  were  gaining  or  losing,  even  if  they  reckoned 
in  the  old  mode;  and  they  would  be  quite  at  sea  if 
they  had  to  reckon  in  a  new  mode.  The  anxious 
country  shopkeepers  would  be  frantic,  and  the  care- 
less would  be  insolvent. 
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These  are  objections  from  "  below,"  as  it  were,  — 
from  the  world  of  small  transactions  ;  but  there  would 
be  also  great  objection  to  the  "ten-franc"  plan  from 
"above,"  —  from  the  world  of  great  transactions.  It 
would  be  said,  "For  our  purposes,*  the  movement  is 
a  retrograde  movement.  We  have  a  unit,  the  sov- 
ereign, well  suited  to  large  business,  and  you  wish  us 
to  go  back  and  take  less  than  half  that  unit.  We 
now  reckon  in  20s.  pieces,  you  want  us  to  reckon  in 
Ss.  pieces." 

For  these  reasons  we  fear  we  must  reject  the  ten- 
franc  plan.  No  scheme  can  be  more  ingenious,  none 
more  interesting  ;  every  one  who  has  dwelt  on  the 
subject  must  have  a  partiality  for  it.  But  we  do  not 
know  how  to  face  its  practical  difficulties  ;  with  our 
present  education  and  our  present  trading  habits,  we 
think  they  are  invincible. 

But  none  of  these  objections  apply  to  the  plan 
for  a  single  currency  which  we  might  at  once  use, 
and  the  United  States  might  at  once  use,  and  which 
Germany  might  soon  join.  That  plan  is  to  make 
the  £  a  1,000  farthings,  instead  of  960  ;  and  its  scale 
would  run  thus  in  our  present  money  :  — 

£   s.  d. 
Unit  .        .        .        .        1    0  10 

TV  ......         021 

^          ......         0    0    2£ 

•  •  0     0     0 


Every  sum  in  the  old  currency  would  be  exactly 
representable  in  the  new.  There  would  be  no  diffi- 
culty in  penny  bridge  or  ferry  tolls.  The  penny  might 
continue  to  subsist  as  a  coin,  though  it  would  not  be 
a  part  of  the  decimal  scale  ;  just  as  the  sou  exists 
in  France  and  is  the  basis  of  countless  dealings, 
though  it  is  neither  the  tenth  nor  the  hundredth  of 
a  franc.  It  could  at  once  be  written  in  the  new 
money  of  account,  just  as  the  sou  can  be  at  once 

*  I  have  rearranged  the  quotation  marks  here.  As  they  stand  in  the 
Economist  the  last  three  words  are  meaningless.  —  ED. 
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written  in  the  present  French  money.  All  common 
dealings,  all  common  quotations  of  prices,  could  go 
on  just  as  well  in  pennies  after  the  change  as  before ; 
in  prices  there  need  be  no  change  whatever ;  the  new 
and  the  old  would  be  exactly  equivalent ;  they  might 
be  written  differently  on  paper,  but  they  would  be 
the  same  number  of  pence  and  farthings. 

What  coins  should  be  issued  under  the  new  sys- 
tem, and  which  of  our  present  silver  coins  called  in, 
would  be  a  matter  for  very  careful  reflection ;  but 
whatever  coins  were  selected,  accounts  might  be  kept 
for  an  indefinite  time  as  now.  If  there  were  a  piece 
of  2s.  Id.,  for  example,  those  who  chose  might  deal 
with  it  as  they  now  deal  with  the  present  half-crown ; 
they  might  write  it  as  2s.  Id.  in  their  accounts,  with 
£  s.  d.  as  at  present.  The  main  difference  would  be, 
that  they  would  write  the  new  principal  coin,  the 
universal  as  we  might  call  it,  £1  Os.  Wd.  Any  one 
could  learn  it  in  a  day,  however  ignorant  and  how- 
ever stupid. 

Again,  no  matter  which  of  our  coins  were  kept,  it 
could  be  written  at  once  in  the  new  coinage.  They 
are  all  multiples  of  the  farthing,  and  whatever  is  a 
multiple  of  the  farthing  can  at  once  go  down  on 
paper  in  the  new  currency. 

The  rules  of  reduction  between  the  old  and  new 
systems  of  account  would  be  the  simplest  possible. 
To  turn  the  old  currency  into  the  new,  the  rule  would 
be:  —  "Convert  the  sum  given  into  farthings,  put  the 
decimal  point  after  the  third  place  from  the  right, 
and  the  result  is  the  sum  in  the  new  currency."  Thus, 

£185.  9s.  4Jd  :  — 

£      s.    d. 
185    9    4* 
20 


178.051 
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One  figure  less  to  write  than  our  present  currency. 
To  change  the  new  currency  into  the  old,  the  rule 
would  be  :  —  "Treat  the  entire  sum  as  farthings,  and 
divide  by  4,  12,  and  20  as  usual."  To  change  97.311 
of  new  currency,  we  should  only  proceed :  — 

4)  97311 


12)  24327  | 


20)  2027  3 

£101  7  3| 

Again  more  figures  to  write  than  the  new  currency. 

The  new  unit  is  so  near  the  value  of  the  old 
sovereign  that  it  is  impossible  to  say  whether  it  is 
better  or  worse  as  a  unit ;  and  the  trouble  of  adding 
Wd.  to  every  £  in  old  accounts  is  not  very  arduous, 
besides  that  it  would  be  facilitated  by  handy  tables. 

The  Americans  would  have  just  the  same  facilities 
at  the  change,  subject  to  the  minute  change  to  bring 
the  value  of  the  dollar  to  the  Congress  value  of 
45.  2d.  All  their  coins — their  half -eagle,  their  dollar, 
their  cent  —  would  be  exactly  expressible  in  the  new 
coinage.  Their  half-eagle  —  their  five-dollar — would 
be  the  unit.  They  could  keep  their  books  as  now  and 
they  could  reckon  as  now  if  they  liked ;  and  they 
could  change  at  once  and  on  the  instant  adopt  the 
new  plan  if  they  thought  that  more  pleasant.  Each 
American  could  judge  for  himself. 

The  real  objection  is,  that  after  all  this  plan  does 
not  combine ;  it  leaves  us  with  two  moneys  :  but  if 
all  the  nations  of  the  world  gradually  joined  either 
the  Latin  coinage  league  or  the  Teutonic  coinage 
league,  trade  would  be  very  easy  ;  and  the  amalga- 
mation of  these  two  might  be  left  to  a  future  and 
more  educated  age. 


SOME  ARTICLES 


ON  THE 


DEPRECIATION  OF  SILVER, 


AND  ON 


TOPICS  CONNECTED  WITH  IT, 
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P  E  E  F  A  O  E. 


I  VENTURE  to  bring  together  these  articles  on  the 
recent  depreciation  of  silver,  and  on  the  recent 
exchanges  with  India,  though  I  am  well  aware  how 
incomplete  a  view  they  give  of  the  complex  subjects 
to  which  they  relate,  and  how  disagreeable  to  read 
a  collection  of  such  papers  almost  necessarily  is.  If 
I  could,  I  would  have  rewritten  the  whole  of  them 
in  a  more  systematic  form  ;  but  I  have  no  time  or 
strength  at  my  disposal  for  such  a  task,  and  I  am 
obliged,  therefore,  to  use  this  substitute.  To  eluci- 
date some  parts  of  the  chain  of  reasoning,  I  have 
added  the  evidence  which  I  gave  on  one  or  two 
points  before  Mr.  Goschen's  Committee  on  the  Depre- 
ciation of  Silver,  last  spring  ;  but  even  so,  there  is 
much  I  should  wish  to  say  in  addition,  both  in  expo- 
sition and  in  defense  of  the  opinions  which  I  hold. 

So  far  as  the  short  experience  which  we  have  had 
goes,  I  think  it  confirms  the  view  taken  in  these 
articles. 

First,  I  consider  that  the  rise  in  the  price  of  sil- 
ver, from  47d  last  summer  to  55id  now,  shows  the 
preceding  great  fall  from  54Jd  last  February  to  be 
only  a  momentary  accident  in  a  new  and  weak 
market,  and  not  the  permanent  effect  of  lasting 
causes. 

Secondly,  it  has  been  proved  that  the  demand  for 
the  countries  which  use  silver  as  a  currency  is 
stimulated  by  its  cheapness  here  and  in  America,  and 
that  this  has  carried  off  the  late  supply.  China  has 
taken  the  lead  in  so  doing,  mainly  because  she  has 
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had  a  better  and  readier  means  of  export ;  but  sooner 
or  later  all  other  silver-moneyed  countries  will  do  so, 
according  to  their  magnitude  and  opportunities. 

And  these  are  the  two  main  propositions  which  I 
wish  to  establish. 

If  these  are  proved,  the  practical  conclusion  follows 
that  it  would  be  absurd  to  make  any  permanent 
changes  in  our  Indian  currency  or  taxation,  while  all 
the  facts  upon  which  such  changes  would  be  founded 
are  changing  so  much  and  so  rapidly.  And  though 
this  conclusion  does  not  need  support,  it  is  supported 
by  our  uncertainty  as  to  the  effect  of  the  increased 
Home  charges  of  our  Indian  government,  —  sometimes, 
for  shortness,  called  the  Indian  "tribute," --which,  in 
a  way  which  I  have  tried  to  explain,  complicates  the 
whole  subject. 

The  fertility  of  the  new  silver  mines  in  America 
is  not  very  elaborately  examined  in  these  articles,  for 
even  yet  there  are  no  sure  data  for  us.  But  everything 
tends  to  show  that  the  yield  of  these  mines  is  likely 
to  be  far  less  than  what  was  once  thought,  and  the 
difficulty  of  obtaining  exact  data  is  an  additional 
reason  for  being  very  slow  to  make  any  changes 
founded  on  a  hypothesis  as  to  the  future  price  of 
silver.  As  yet  no  one  can  prove  that  the  permanent 
value  of  silver — whether  in  relation  to  gold  or  in 
relation  to  commodities  at  large  —  will  change  so 
much  as  to  render  any  alterations  necessary. 

[The  Preface,  as  above  written,  was  sent  to  the  printers  about  the 
beginning  of  March.  It  is  believed  that  Mr.  Bagehot  at  one  time 
contemplated  making  additions  to  it,  but  no  memoranda  have  been 
left  explanatory  of  his  last  intentions. 

Economist  Office,  April,  1877.] 
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THE    LOW    VALUE   OF    SILVER    AND  ITS  EFFECT   ON  INDIA. 

[From  the  Economist  of  Feb.  5,  1876.] 

WHEN  the  great  gold  discoveries  were  made  in  Aus- 
tralia and  California,  most  people  expected  that  there 
would  be  a  more  or  less  rapid  fall  in  the  value  of  gold 
as  compared  with  silver ;  but  as  a  matter  of  fact 
the  effect  has  been  the  reverse.  The  value  of  silver 
as  compared  with  gold  was  59fd.  per  oz.,  or  as  1 
to  15.7,  in  1849;  it  now  is  54fd,  or  as  1  to  17.1.  Not 
only  what  the  best  judges  expected  has  not  hap- 
pened, but  the  very  contrary  of  it  has  happened. 

And  this  has  not  been  the  result  of  any  collat- 
eral cause  ;  it  is  the  direct  consequence  of  the  gold 
discoveries  themselves.  The  effect  of  these  discover- 
ies has  been  a  great  improvement  in  the  currencies 
of  the  world,  which  without  them  would  not  have 
been  possible.  The  countries  of  great  commerce  and 
large  transactions  require  a  more  valuable  medium 
of  exchange,  bulk  for  bulk,  than  countries  of  petty 
trade  and  minor  transactions :  the  labor  of  paying 
£1,000,000  in  sovereigns  is  only  a  tenth  of  that  of 
paying  it  in  rupees,  and  therefore  where  millions 
have  to  be  paid,  sovereigns  are  a  ten  times  better 
currency  than  rupees.  Gold  is  much  the  best  cur- 
rency for  rich  nations  of  large  trade ;  though  sil- 
ver does  well  enough,  and  is  in  some  respects  most 
suitable,  for  poor  nations  of  little  trade.  But  thirty 
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years  ago  it  would  not  have  been  possible  for  the 
nations  of  great  commerce  to  adopt  this  best  curren- 
cy :  there  would  not  have  been  gold  enough  obtain- 
able. The  supply  from  the  mines  was  then  barely 
sufficient  to  maintain  the  existing  gold  currencies  : 
it  would  have  been  entirely  insufficient  for  estab- 
lishing new  currencies  on  a  large  scale ;  no  one  then 
would  ever  have  dreamed  of  proposing  it.  But  as 
we  all  know,  Germany  has  just  now  tried  the  ex- 
periment on  a  great  scale  ;  she  is  buying  gold  and 
selling  off  her  silver :  and  in  consequence,  silver  is 
cheaper  than  it  has  ever  been  before. 

Probably,  if  there  were  gold  enough  for  all  the 
world,  it  would  be  best  that  there  should  be  only  a 
single  standard  of  value  throughout  the  world,  and 
that  one  gold ;  but  this  is  impossible.  Some  have 
doubted  whether  th>3re  is  gold  enough  even  for  the 
nations  which  now  intend  to  use  it ;  and  there  cer- 
tainly is  not  enough  for  all  the  world.  Happily,  the 
East  has  always  been  a  country  which  had  much 
silver,  and  for  whose  purposes  silver  was  quite  suffi- 
cient. The  transactions  of  the  East  are  small  in 
comparison  with  those  of  the  West,  and  therefore  a 
bulky  paying  medium  is  not  so  inconvenient  there  as 
it  would  be  here.  Since  economical  history  has  been 
written,  silver  has  been  always  sent  from  Europe  to 
China,  India,  and  the  richer  parts  of  the  East,  and  never 
more  so  than  in  our  own  time.  The  payments  of 
England  in  silver  to  India  during  the  cotton  famine 
were  probably  the  greatest  cash  payments  ever  made 
in  so  short  a  time  by  one  country  to  another.  There 
is  therefore  in  the  end  a  certain  market  for  the 
silver  displaced  from  Europe  :  it  will  ultimately  go, 
as  the  rest  has  gone,  to  the  East,  where  it  is  the 
ancient  and  the  best  attainable  paying  medium. 

But  for  the  moment  there  is  a  difficulty  in  dispos- 
ing of  silver ;  there  is  no  new  sudden  demand  for  it 
in  the  East.  The  case  is  not  like  that  of  the  cotton 
famine  :  then  we  had  incurred  a  large  debt  to  India, 
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and  we  had  to  pay  it  in  the  only  currency  which 
she  would  take ;  we  had  to  find  an  immense  quan- 
tity of  silver  on  a  sudden,  and  France  —  owing  to 
the  peculiar  operation  of  her  double  standard  —  found 
it  for  us.  But  now  there  is  no  such  debt  :  the  pres- 
ent problem  is  not  to  find  the  silver,  but  to  find  the 
use  for  the  silver ;  and  this  is  a  slower  process. 

Sooner  or  later,  however,  the  ordinary  laws  that 
govern  foreign  exchanges  will  do  it  for  us.  The 
consequence  of  the  low  value  of  silver  is,  that  the 
rate  of  exchange  is  now  Is.  9jd.  per  rupee  (or  less), — 
the  lowest,  or  almost  the  lowest,  ever  known ;  and 
this  operates  as  a  direct  discouragement  to  ship 
goods  to  India.  These  goods  are  paid  for  in  rupees, 
and  when  the  merchant  wants  to  bring  home  those 
rupees  to  England,  he  finds  that  they  do  not  go  so 
far  as  they  used  to  do  ;  he  has  to  pay  much  more 
for  every  £1,000  bill  on  England,  and  this  extra  cost 
destroys  or  diminishes  his  profit. 

Secondly,  the  same  state  of  the  exchanges  is  a 
direct  premium  on  sending  goods  from  India  to  Eng- 
land :  £1,000  received  for  those  goods  here  will  go 
further  in  buying  bills  on  India  than  it  used  to  do  ; 
in  plain  English,  it  will  lay  down  more  rupees  at 
Calcutta  in  the  same  time  than  formerly,  and  this 
increase  is  so  much  extra  profit.  By  this  combina- 
tion, therefore,  —  exports  from  India  increasing  on  one 
hand,  and  imports  into  India  diminishing  on  the 
other  hand,  —  before  long  a  large  void  will  be  created, 
which  this  silver,  set  free  from  Germany,  will  have 
to  fill.  The  process  will  take  time,  but  the  effect 
is  inevitable.  The  tendency  of  this  great  import  of 
silver  into  India  will  be  of  course  to  raise  prices, 
but  the  degree  in  which  it  will  have  that  effect  will 
depend  on  the  degree  in  which  it  is  counteracted  by 
the  causes  which  have  intercepted  its  effect  before  : 
the  hoarding  habits  of  the  people ;  the  use  of  silver 
in  ornaments  (the  ornaments  being  a  sort  of  reserve 
fund  to  be  sold  in  difficulty)  ;  the  greater  extension 
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of  silver  in  rude  districts,  where  barter  is  still  much 
used  ;  and  the  general  increase  of  trade,  which  rising 
prices  always  tend  to  quicken  and  develop. 

When  this  rise  of  prices  has  taken  place,  the  en- 
couragement to  exports  from  and  discouragement  of 
imports  into  India  will  manifestly  cease.  The  value 
of  the  rupee  at  Calcutta,  as  against  bills  on  Eng- 
land, may  remain  as  it  is  now ;  but  the  diminution 
of  that  value  as  compared  with  former  times  will 
be  compensated  by  the  greater  number  of  rupees 
which  the  English  exporter  to  India  obtains  for  the 
goods  which  he  sells  there.  The  value  of  the  £1,000 
in  London  in  purchasing  bills  payable  on  India  in 
rupees  may  be  as  unusually  great  as  now,  if  we 
compare  it  with  the  past ;  but  there  will  be  a  corre- 
sponding difficulty  in  obtaining  the  £1,000  in  London. 
The  merchant  in  India  will  have  to  pay  more  for 
the  goods  which  he  sends  to  London,  and  in  the  end 
this  loss  will  be  equal  to  the  other  gain. 

If  new  silver  should  still  continue  to  come  into 
the  market,  the  same  process  must  go  on  ;  the  first 
step  must  be  incessantly  repeated.  The  value  of  the 
rupee  must  fall  as  against  sterling  money  ;  instead 
of  being  Is.  9d,  it  may  fall  to  Is.  6d.  :  and  then, 
mutatis  mutandis,  what  we  have  just  described  as 
happening  will  happen  again. 

The  effect,  therefore,  of  the  fall  in  the  value  of 
silver  on  the  trade  of  India  will  be  temporary  only ; 
but  its  effect  on  the  financial  position  of  the  Indian 
government  will  continue  as  long  as  the  fall  lasts. 
The  Indian  revenue  is  received  in  silver,  and  there- 
fore the  less  far  silver  goes  in  buying,  the  poorer 
will  the  Indian  government  be  ;  and  this  is  of  more 
instant  importance  to  the  Indian  government  than 
almost  any  other,  because  its  foreign  payments  ex- 
ceed those  of  most  governments,  and  those  payments 
are  made  in  gold.  It  has  to  pay  interest  in  gold  on 
a  very  large  debt  in  England,  to  pay  home  salaries, 
maintain  home  depots,  and  buy  English  goods  and 


DEPRECIATION  OF  SILVER.  529 

stores,  all  in  gold ;  and  the  less  valuable  silver  is 
in  comparison  with  gold,  the  less  effectual  for  these 
necessary  purposes  will  the  Indian  revenue  be. 

On  one  species  of  its  debt  the  Indian  government 
will  indeed  not  lose.  The  interest  upon  rupee 
paper  is  payable  in  rupees  in  Calcutta ;  and  there- 
fore the  diminution  in  the  value  of  the  rupee  is  a 
loss  to  the  creditor  who  receives,  and  not  to  the  gov- 
ernment which  pays. 

How  long  the  fall  in  the  value  of  silver  will  con- 
tinue, no  one  can  say.  In  the  last  resort,  and  taking 
great  intervals  of  time  into  the  reckoning,  the  rela- 
tive value  of  gold  and  silver  will  be  determined  by 
their  cost  of  production  ;  but  in  the  case  of  articles 
so  durable,  and  so  liable  to  be  affected  by  political 
events  like  changes  in  coinage,  it  is  difficult  to  say 
how  long  an  average  must  be  taken  in  order  to 
exhibit  distinctly  this  final  result. 


n. 

THE  REMEDIES  FOR  THE  FALL  IN   SILVER. 

[From  the  Economist  of  March  4,   1876.] 

THE  fall  in  the  value  of  silver,  of  which  we  spoke 
weeks  since,  and  which  has  attracted  so  much  at- 
tention, proceeds  from  three  causes  :  first,  the  actual 
increase  of  the  production  of  silver,  especially  in 
America,  —  the  extent  of  which  is  very  considerable, 
as  will  be  seen  by  the  figures  we  give  below; 
secondly,  the  amount  of  silver  which  has  been  set 
free  by  the  German  coinage  operations,  and  has  been 
sold  here  and  elsewhere ;  and  lastly,  the  perturbed 
state  of  men's  minds  which  is  consequent  on  these 
events.  So  large  an  increase  of  the  supply  makes 
dealers  fear  a  still  larger  further  increase ;  and  there- 
fore they  do  not  wish  to  buy  and  do  not  care  to 
hold.  When  markets  are  in  this  temper,  speculations 
VOL.  V.— 34 
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are  for  the  fall  and  not  for  the  rise  ;  and  therefore 
there  is  just  now  a  disposition  to  "bear"  silver  and 
to  force  its  price  down.  Over  and  above  the  proper 
effect  of  the  causes  in  operation,  there  is  an  addi- 
tional effect  consequent  on  apprehensive  opinion. 

The  evils  of  the  fall  thus  caused  are  two,  and 
both  of  great  importance.  First,  our  English  ex- 
porters to  India  and  the  East  find  their  profits 
diminished  or  changed  into  a  loss.  They  are  paid  in 
silver,  which  is  the  currency  of  those  countries ; 
but  when  they  bring  that  silver  home  and  turn  it 
into  gold,  which  is  our  currency,  they  find  it  is  not 
worth  nearly  so  much  as  it  used  to  be,  and  this 
diminution  is  so  much  loss  to  them.  In  the  presence 
of  stagnant  and  unprofitable  trade,  such  a  sudden 
change  for  the  worse  is  not  easily  borne ;  and  its 
effect,  as  is  usual  in  such  cases,  will  be  propagated 
through  other  trades.  Secondly,  the  Indian  revenue 
is  received  in  silver ;  and  the  Indian  government, 
which  has  to  send  some  £15,000,000  home  annually, 
for  interest  on  its  debt  and  other  purposes,  finds  in 
the  same  way  that  the  drafts  from  England  on 
India,  by  which  the  remittance  is  effected,  will  not 
go  as  far  as  they  used  to  do. 

In  the  end,  as  we  before  showed,  this  fall  in  silver 
will  work  its  own  cure.  Every  country  is  bound  to 
take  any  quantity  of  its  own  money  in  payment  for 
debts  due  to  it.  As  has  been  just  explained,  imports 
into  India  are  no  longer  profitable ;  and  by  the  con- 
verse operation  of  the  same  causes,  exports  from 
India  have  become  more  profitable  than  usual.  The 
silver  price  of  Indian  commodities  in  India  has  not 
as  yet  risen  much,  though  silver  has  fallen  here 
as  compared  with  gold,  and  there  is  therefore  more 
profit  than  there  was  in  exporting  them  :  they  can 
be  bought  with  the  same  sum  in  silver,  and  that  sil- 
ver can  be  obtained  more  easily.  The  balance  of 
trade  will  thus  be,  as  the  old  writers  used  to  count, 
constantly  very  favorable  to  India ;  silver  will  be 
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necessarily  sent  thither,  and  the  prices  there  will  rise. 
As  far  as  commerce  is  concerned,  at  a  certain  time 
everything  will  be  as  it  was  before  the  fall  began  : 
the  imports  into  India  will  be  as  profitable  as  before, 
because  the  silver  prices  in  India  will  have  risen  as 
much  as  silver  has  fallen  in  relation  to  gold  ;  and 
the  exports  from  India,  for  the  same  reason  turned 
the  other  way,  will  not  be  more  profitable  than  usual. 
The  equation  of  trade,  as  theoretical  writers  term  it, 
will  be  as  before.  And  if  the  Indian  government 
were  like  most  governments,  its  position  also  would 
not  be  altered,  —  as  its  taxes  were  paid  in  a  medium 
of  less  value  as  compared  with  commodities,  it  must 
raise  its  taxes  by  an  equivalent  amount ;  but  un- 
happily, the  position  of  the  Indian  government  is 
peculiar.  The  best  'portion  of  its  revenue  is  derived 
from  rent,  and  not  from  taxation  ;  and  that  rent  is 
fixed  for  stated  periods  —  usually  thirty  years  —  in 
advance.  On  the  £21,000,000  which  the  Indian  gov- 
ernment thus  receives  there  will  be  a  loss,  which  it 
will  have  to  make  good  by  some  financial  expedient ; 
and  as  we  well  know,  financial  expedients  are  not 
so  easy  in  India  as  they  are  in  England.  Still,  such 
is  the  natural  effect  of  these  economical  causes,  and 
such  the  ultimate  cure  for  the  evils  which  are  due 
to  them. 

As  usual,  however,  other  cures  are  suggested 
which,  it  is  said,  will  be  less  painful  and  quicker. 
One  is,  that  the  Indian  government  should  demon- 
etize silver,  as  the  Germans  have  been  doing,  and 
adopt  a  gold  standard  ;  but  in  this  case  the  remedy 
would  be  worse  than  the  disease.  We  all  know 
what  the  Germans  have  had  to  do,  and  how  painful 
its  effect  upon  us  has  been  :  they  have  had  to  buy 
gold  to  substitute  for  that  silver,  and  the  result  has 
been  an  unusual  disturbance  of  the  London  market, 
with  sometimes  very  high  rates  of  discount ;  nor  is 
the  operation  yet  complete.  But  the  effect  of  a  simi- 
lar operation  in  India  upon  us  would  be  altogether 
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greater  and  more  disturbing,  because  the  Indian  silver 
currency  is  so  very  much  greater  than  the  German. 
To  get  gold  enough  to  supply  the  place  of  all  this 
silver,  the  Indian  government  would  have  to  buy 
constantly  all  the  supplies  from  the  gold  mines  for 
years,  and  so  straiten  incalculably  the  growing  money 
markets  of  the  world  ;  and  then  what  is  the  Indian 
government  to  do  with  the  silver  ?  The  sales  of 
the  German  government  have  greatly  helped  to  send 
the  price  down  already  ;  the  Indian  sales  would  be 
on  a  much  greater  scale,  and  would  come  upon  the 
market  just  when  the  supplies  from  the  new  Ameri- 
can mines  were  arriving  also.  So  much  silver  could 
scarcely  be  sold  at  all ;  the  best  result  to  the  Indian 
government  from  this  expedient  would  be  far  worse 
than  anything  which  it  is  enduring  now  by  letting 
things  take  their  course,  besides  the  disturbance  to 
the  London  and  other  money  markets. 

Secondly,  it  is  suggested  that  the  German  govern- 
ment should  not  sell  any  more  silver,  and  so  not 
reduce  the  price.  But  we  may  be  sure  that  the  Ger- 
man government  will  be  guided,  as  in  such  a  case 
it  ought  to  be,  by  a  regard  to  its  own  interest :  when 
it  thinks  it  best  to  sell,  it  will  sell.  Like  any  other 
holder  of  silver,  it  loses  much  interest  by  keeping 
very  large  sums  ;  and  looking  to  the  possible  magni- 
tude of  the  American  supply,  it  will  probably  not 
wish  to  incur  for  certain  that  great  present  loss  at 
the  risk  also  of  a  still  further  loss  by  depreciation. 
We  cannot  control  the  German  government  ;  it  will 
act  for  its  own  interest,  and  it  is  best  that  it  should. 

Thirdly,  it  is  said  that  our  government  should 
cease  to  draw  bills  on  India  ;  and  our  government  is 
quite  right  in  doing  so  at  the  present  moment.  There 
is,  as  we  said  before,  at  present  in  our  judgment  an 
apprehensive  opinion  which  exaggerates  the  effect  of 
the  real  causes  at  work  ;  and  also,  as  we  are  inclined 
to  believe,  speculation  acting  on  and  aggravating  that 
opinion.  In  such  a  state  of  the  market  the  Indian 
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government  is  quite  right  in  "doing  as  little  as  it  can, 
and  it  would  do  ill  to  hurry  to  incur  a  loss  which 
may  be  saved;  but  sooner  or  later  it  must  bring 
the  necessary  sums  home  from  India,  and  must  bear 
whatever  loss  accompanies  its  so  doing. 

Fourthly,  it  is  suggested  by  M.  Cernuschi,  the 
eminent  French  economist,  that  England,  which  was 
the  first  country  to  adopt  the  single  gold  standard, 
should  take  the  initiative  in  abandoning  it ;  that  it 
should  give  up  the  present  silver  token  currency,  and 
instead  "coin  pounds  sterling  of  silver  in  pieces  of 
four  shillings,  and,  concurrently  with  gold,  put  them 
into  circulation."  But  the  English  government  and 
nation  will  not  easily  be  persuaded  to  abandon  the 
monetary  policy  which  they  invented,  and  which  on 
the  whole  has  been  so  successful,  just  when  all  other 
nations  are  adopting  it.  The  loss  of  profit  on  our 
present  gold  circulation,  the  cost  of  selling  it  and 
substituting  a  silver  currency,  are  in  themselves  very 
considerable  objections  ;  it  would  take  a  very  much 
greater  evil  than  we  or  than  India  now  feel  from  the 
present  depreciation  of  silver,  to  outweigh  them.  The 
moment,  too,  would  seem  to  the  practical  English 
sense  most  ill-chosen  to  choose  to  coin  silver  as  a 
concurrent  medium  with  gold,  and  therefore  necessa- 
rily in  a  fixed  relation  with  gold,  just  when  silver  is 
falling  in  value,  and  when  we  are  not  sure*  what  its 
relation  to  gold  will  be.  Monsieur  Cernuschi  speaks 
of  the  "universality  of  the  15J":  "Since  1803,"  he 
says,  "  the  silver  franc  has  weighed  15£  francs  of 
gold,  and  the  silver  marc  now  weighs  15£  marcs  of 
gold,"  and  he  would  have  us  coin  on  this  assumption 
and  in  this  proportion.  But  the  actual  question  is 
whether,  in  the  face  of  the  new  and  cheap  supplies 
now  brought  from  the  American  mines,  this  propor- 
tion can  be  maintained.  Even  if  the  best  theoretical 
arguments  could  be  urged  for  this  proposal,  it  would 
for  many  years  seem  a  paradox  to  our  straight- 
forward English  minds,  and  they  would  be  very  slow 
to  decide  on  adopting  it. 
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But  we  think  the  theoretical  argument  is  the  other 
way ;  that  it  is  in  favor  of  our  present  English  coin- 
age, and  not  of  M.  Cernuschi's  proposed  substitute. 
We  differ  from  him  on  a  fundamental  point  of  princi- 
ple.. He  says  that  "the  cost  of  production  does  not 
determine  the  value  of  gold  and  silver.  That  value  is 
determined  by  two  elements, — the  employment  and 
the  quantity."  But  we  say,  on  the  other  hand,  that 
the  value  of  gold  and  silver  is  determined  by  their 
cost  of  production,  just  like  that  of  all  other  things ; 
that  in  their  case  —  as  in  all  other  cases  —  what  is 
more  cheaply  produced  than  usual  will  be  more  plen- 
tifully produced  than  usual,  and  that  the  purchasing 
power  in  consequence  will  be  no  doubt  less.  Being 
durable  articles,  gold  and  silver  are  articles  stable 
in  general,  though  not  always,  in  value  as  compared 
with  other  things,  and  a  change  in  their  cost  of  pro- 
duction does  not  so  soon  affect  their  value  as  a  corre- 
sponding change  in  the  cost  of  other  commodities 
affects  theirs ;  but  the  delay  does  not  impair  the  prin- 
ciple, —  in  the  end  its  effects  will  come. 

The  same  causes  which  regulate  the  value  of  gold 
and  silver  as  respects  other  things  determine,  as 
we  believe,  their  value  relatively  to  each  other  ;  and 
therefore  as  the  circumstances  of  production  of  both 
are  constantly  changing,  it  is  contrary  to  principle  to 
make  or*attempt  to  make  by  law  a  fixed  equation 
between  them.  So  far,  therefore,  from  M.  Cernuschi's 
proposal  being  recommended  by  abstract  argument, 
we  think  such  argument  forbids  it ;  as  well  as  its 
unlikely  look,  which  for  a  long  time  will  have  as 
much  or  more  effect  on  most  English  minds  than 
any  argument. 

Lastly,  M.  Cernuschi  recommends  that  Germany 
and  Holland,  which  are  in  the  course  of  demonetizing 
their  silver,  though  at  very  different  stages,  should 
carefully  consider  before  they  go  any  further ;  and  we 
do  not  feel  able  to  say  what  effect  this  present  fall 
in  the  price  of  silver  should  have  on  their  present 
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plans.  All  changes  in  currency  are  delicate  things, 
and  we  quite  admit  —  indeed,  we  have  often  before 
maintained  —  that  this  is  a  particularly  delicate  one. 
But  these  are  considerations  for  foreign  govern- 
ments only.  For  our  own  government  and  that  of 
British  India,  we  believe  there  is  no  other  policy 
possible  except  to  leave  the  ordinary  economical 
causes  to  operate ;  to  suffer  the  present  evil  and  to 
await  the  ultimate  cure. 

ESTIMATE  OF  SILVER  PRODUCT  OF  THE  UNITED  STATES. 


(Converting  the  dollars  int 

From  1849  to  1858,  £10,000 
1859,       .... 

o  sterling  at 
per  annum, 

4s.  each.) 

£ 
100,000 
20,000 

1860,       .... 
1861,        .... 
1862,       .... 

. 

30,000 
400,000 
900,000 

1863,        .... 
1864,       .... 
1865,       .... 
1866,        .... 

. 

1,700,000 
2,200,000 
2,250,000 
2,000,000 

1867,        ... 
1868,       .... 
1869,       .... 
1870,       .... 
1871,        .... 
1872,        .... 
1873,        .... 
1874,       (about)      . 

. 

2,700,000 
2,400,000 
2,400,000 
3,200,000 
4,600,000 
5,750,000 
7,150,000 
7,000,000 

The   above  figures  are  taken  from  the  Keports  of  the  United 
States  Director  of  the  Mint. 


III. 
FURTHER  SUGGESTIONS    ON   THE    FALL  IN  SILVER. 

[From  the  Economist  of  March  11,  1876.] 

THE  grave  difficulties  which  the  Indian  government 
finds  in  consequence  of  the  fall  in  silver,  and  the 
much  graver  ones  which  it  has  to  apprehend  if  that 
fall  goes  further1  and  further,  have  naturally  led  to 
various  suggestions,  two  of  which  are  important 
enough  to  deserve  notice. 
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First,  it  has  been  suggested  that  the  Indian  gov- 
ernment should  compel  the  ryots  to  pay  the  land 
revenue  in  gold  at  a  fixed  rate  of  exchange,  say  ten 
rupees  to  the  sovereign ;  and  it  has  been  thought 
we  shall  so  obtain  most  of  the  advantages  of  the 
demonetization  of  silver,  without  any  of  the  disad- 
vantages. But  this  we  believe  to  be  a  mistake. 

The  measure,  in  the  first  place,  would  augment  the 
depreciation  of  silver  as  compared  with  gold.  Silver 
is  at  present  the  medium  in  which  the  land  revenue 
is  paid ;  if  it  is  excluded  from  that  class  of  pay- 
ments and  gold  substituted,  the  rejected  metal  will 
fall  and  the  adopted  one  rise  in  comparative  value. 
The  ryot  who  has  silver  ready  to  pay  his  land  tax, 
finding  that  silver  useless,  must  exchange  it  for  gold  ; 
and  an  incessant  series  of  such  transactions  would 
augment  the  depreciation  which  is  complained  of. 

Secondly,  the  ryot  would  complain,  and  justly,  of 
breach  of  contract :  the  government  agreed  with  him 
to  take  so  much  silver  for  so  many  years,  but  now 
in  effect  it  says  it  must  have  so  much  more  silver. 
Suppose  the  silver  rupee  were  only  equal  to  Is.  Sd. 
in  gold,  and  you  make  him  find  gold  at  2s.  a  rupee  ; 
this  is  equal  to  an  addition  of  one-sixth*  to  his  tax- 
ation, and  this  will  be  a  great  hardship.  If  indeed 
the  prices  which  the  ryot  gets  for  his  commodities 
in  silver  had  risen,  he  would  be  benefited  as  much 
as  he  lost,  but  as  yet  this  is  not  so  :  the  effect  upon 
the  relation  of  silver  to  gold  has  been  much  quicker 
than  that  upon  the  silver  prices  of  miscellaneous  com- 
modities, and  it  would  be  a  severe  tyranny  and  real 
breach  of  faith  to  increase  the  stated  land  tax  upon 
the  ryot  when  his  means  of  paying  that  tax  had 
not  been  augmented. 

Thirdly,  the  Indian  creditors  of  the  government, 
who  are  paid  in  silver,  would  say  that  their  contract 
ought  to  be  put  on  the  same  footing  as  the  ryot's 
contract ;  that  as  he  is  to  pay  in  gold  at  a  fixed 

*An  obvious  slip  for  "one-fifth."— ED. 
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rate,  so  ought  they  to  be  paid.  And  their  case  will 
be  stronger  because,  as  we  have  seen,  the  deprecia- 
tion of  silver  will  be  increased  by  this  action  of  the 
government ;  and  therefore  its  creditors  may  justly 
claim  not  to  suffer  by  that  which  is  —  in  part  at 
least  —  the  act  of  their  own  debtor. 

Fourthly,  the  officials  of  the  Indian  government 
will  at  once  say  that  they  ought  to  be  paid  in  gold 
too,  at  a  fixed  rate.  And  there  would  be  a  real  claim 
to  it  as  far  as  the  English  officials  are  concerned,  for 
they  are  in  much  the  same  position  as  the  govern- 
ment :  they  have  to  make  large  remittances  to  Eng- 
land for  the  investments  of  their  savings,  and  often 
for  the  maintenance  of  their  families.  The  prospect 
of  making  these  savings  has  very  much  induced 
them  to  go  to  India ;  and  therefore  it  would  be  un- 
fair by  any  act  of  government  materially  to  lessen 
their  power  of  making  them. 

Other  objections  might  be  urged ;  but  these  are, 
we  think,  enough  to  show  that  the  plan  cannot  be 
adopted. 

The  second  scheme  Is  even  less  plausible  ;  indeed, 
we  notice  it  rather  because  it  has  been  spoken  of 
in  the  market  than  for  any  merit  it  has.  It  is,  that 
the  English  government  should  abstain  from  drawing 
on  India,  and  should  negotiate  a  loan  in  London. 
But  this  would  only  augment  the  evil  ;  for  the  in- 
terest on  the  new  loan  would  have  to  be  paid  in 
gold,  and  would  be  so  much  more  if  the  gold  was  to 
be  bought  by  the  Indian  government  in  depreciated 
silver. 

In  so  far  as  the  evil  is  real,  there  is,  as  we  be- 
fore showed,  nothing  to  be  done,  except  to  endure  the 
evil  for  the  present,  and  to  have  confidence  that 
the  slow  action  of  economical  causes  will  in  the  end 
cure  it.  How  far  the  present  apprehensions  are  well 
grounded,  and  in  what  proportion  on  the  contrary 
exaggerated,  it  would  be  as  yet  very  premature  to 
give  an  opinion. 
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IV. 

THE  EFFECTS  OF    THE    RESUMPTION   OF   SPECIE   PAYMENTS 
IN  FRANCE  ON  THE  PRICE  OF  SILVER. 

[From  the  Economist  of  March  18,  1876.] 

THE  increased  supply  of  silver  from  the  American 
mines,  the  amount  of  it  thrown  on  the  market  by  the 
coinage  operations  of  Germany,  and  the  consequent 
fall  in  its  value  as  compared  with  gold,  have  all  been 
much  discussed ;  but  there  is  another  event  which 
will  have  a  great  effect  on  the  matter,  and  which 
must  sooner  or  later  happen,  that  has  not  received 
at  all  equal  attention, —  viz.,  the  resumption  of  specie 
payments  by  the  Bank  of  France.  The  result  of  this, 
unless  a  change  in  the  French  coinage  law  is  made, 
will  be,  we  think,  considerably  to  raise  the  price  of 
silver  as  compared  with  gold,  just  as  the  result  of 
the  other  causes  which  have  been  mentioned  has  been 
considerably  to  lower  it. 

Our  older  readers,  and  those  of  our  younger  ones 
who  have  followed  the  history  of  the  London  money 
market,  will  remember  the  exchange  in  1860  of 
£2,000,000  of  silver  by  the  Bank  of  France  for 
£2,000,000  of  gold  with  the  Bank  of  England,  and 
the  interest  which  it  excited.  We  then  explained 
what  had  happened,  and  the  reason  for  it :  — 

Why  then  do  the  Bank  of  France  desire  this  arrangement? 
According  to  their  own  views,  it  was  from  no  uneasiness  as  to 
their  position.  Notwithstanding  the  diminution  in  their  reserve  of 
bullion,  they  believe  that  they  need  feel  no  anxiety.  By  their 
last  return  their  liabilities  were :  — 

£ 
Notes  in  circulation, 30,296,520 

Deposits,  etc., 15,176,102 

«  . 

Total, 45,472,622 

and  their  reserve  was  more  than  £17,000,000,  and  they  consider 
that  this  is  amply  sufficient. 
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The  difficulty  of  the  Bank  of  France,  it  is  said,  is  not  the 
amount  of  bullion  they  hold,  but  the  nature  of  that  bullion.  In 
their  seventeen  millions,  the  proportions  are  in  round  numbers  :  — 

£ 

Gold, 4,000,000 

Silver, .  13,000,000 


Total, 17,000,000 

And  under  the  French  currency  laws  this  is  not  satisfactory.  The 
Bank  of  France,  for  very  sufficient  reasons,  prefer  discharging 
their  liabilities  in  gold  instead  of  in  silver.  If  they  were  to  pay 
a  note-holder  £1,000  in  silver,  he  could  immediately  sell  the  silver 
in  the  market  for  gold,  and  gain  a  substantial  premium  by  the 
transaction ;  accordingly,  the  managers  of  the  Bank  of  France 
apprehend  that  if  they  began  to  discharge  their  liabilities  in  silver, 
there  would  be  a  run  upon  them  immediately  for  the  sake  of  this 
premium.  ' '  If  every  note-holder  knew  that  he  could  obtain  an 
appreciable  percentage  on  his  note  by  getting  it  changed,  depend 
on  it,"  they  say,  "he  would  get  it  changed.  The  same  causes 
which  have  drained  the  rest  of  France  of  silver  (except  for  the 
smallest  purposes,  and  of  insufficient  quantities  even  for  those  pur- 
poses) would  begin  to  act  upon  us  also ;  in  a  short  time  we  should 
be  drained  of  the  whole  of  our  thirteen  millions  of  silver."  And 
this,  they  say,  is  the  reason  for  their  proposing  this  anomalous 
arrangement  to  the  directors  of  the  Bank  of  England. 

One  remark  must  occur  to  every  one  when  he  hears  this  rea- 
soning ;  it  is  the  remark  that  no  bank  ever  ought  to  be  in  this 
position.  There  must  be  some  fault  somewhere  ;  there  must  either 
be  bad  management  or  bad  legislation :  there  must  be  some 
peculiar  error,  or  there  could  hardly  be  so  peculiar  a  perplexity. 
For  what  is  the  allegation?  The  Bank  of  France  say,  "We  have  a 
large  reserve,  but  it  is  not  the  kind  of  reserve  we  want.  It  is  in 
the  wrong  metal ;  it  is  not  gold,  but  silver."  The  alternative  is 
irresistible  that  either  the  directors  of  the  Bank  have  themselves 
made  an  error  in  hoarding  a  reserve  in  the  wrong  metal,  or  that 
circumstances  beyond  their  power  have  forced  upon  them  a  hoard 
which  they  find  they  cannot  use.  They  have  a  useless  reserve, 
they  themselves  tell  us :  either,  therefore,  they  have  voluntarily 
selected  it, — in  which  case  they  are  to  blame;  or  it  has,  by  an 
unfortunate  necessity,  been  forced  upon  them,  — .in  which  case  they 
are  not  to  blame. 

Nor  is  this  the  only  remark  which  must  immediately  be  made ; 
there  is  another  very  obvious  but  very  important  one.  This  useless 
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reserve  is  a  misfortune  not  to  the  Bank  of  France  only,  not  to  the 
French  only,  but  to  us  also,  to  Europe,  and  to  the  whole  monetary 
world.  We  have  thirteen  millions  sterling  thus  locked  away  in  a 
great  banking  establishment,  which  does  not  dare  to  use  any  part  of 
that  sum  for  fear  it  may  be  deprived  of  all  of  it ;  and  we  have 
all  been  sufferers  in  consequence.  The  French  demand  for  gold 
has  been  disturbing  us  for  several  weeks. 

In  truth  the  entire  difficulty  is  caused  by  the  French  currency 
laws.  There  has  been  a  question  whether  there  is  a  double  stand- 
ard of  value  in  France,  and  we  will  not,  therefore,  use  the  phrase ; 
but  there  is  indisputably  a  double  paying  medium.  Both  gold  and 
silver  circulate  in  France ;  both  are  legal  tenders  to  any  amount : 
and  there  is  a  fixed  relation  between  them.  A  certain  quantity 
of  silver  by  law  will  pay  a  debt  of  1,000  francs,  and  a  certain 
quantity  of  gold  will  pay  it  also.  One  effect  of  this  twofold  cur- 
rency has  been  often  pointed  out :  the  metal  which  is  relatively 
depreciated  will  come  into  exclusive  use ;  people  will  pay  their 
debts  in  the  least  valuable  metal,  not  in  the  most  valuable, —  in 
the  medium  which  they  can  obtain  most  easily,  not  in  the  medium 
which  they  obtain  less  easily.  But  we  have  now  to  remark  a 
different  effect:  some  of  the  holders  of  the  more  valuable  metal 
may  be  in  a  difficulty  ;  if  they  are  bound  to  pay  either  the  less 
or  the  more  valuable  metal  to  their  creditors,  and  they  have  not 
the  former,  they  must  use  the  latter.  In  consequence,  in  a  country 
where  two  metals  are  a  paying  medium,  those  bankers  who  store 
up  either  metal  for  the  necessary  purposes  of  their  business  run 
a  great  risk.  If  it  increases  in  value,  there  may  be  a  run  upon 
them,  not  because  their  credit  is  impaired,  but  because  the  metal 
they  have  chosen  is  desired.  * 

And  the  same  cause  will  act  on  the  Bank  of 
France  as  soon  as  it  resumes  specie  payments.  The 
Bank  of  France  holds  now  over  £70,000,000  in  the 
precious  metals,  and  it  is  known  that  gold  prepon- 
derates largely.  Koughly,  it  is  said  that  the  propor- 
tions are  — 

£ 

Gold, 50,000,000 

Silver,          .        .        .        .        .        .        .        .     20,000,000 

Total,  .         .     70,000,000 


*See  Economist,  Nov.  24,  1860,  pages  1301,  1302. 
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And  here,  just  as  in  1860,  the  principal  component 
in  the  reserve  is  the  comparatively  appreciated  metal. 
The  metals  have  indeed  changed  places ;  in  1860  the 
metal  which  had  augmented  in  value  was  silver, 
now  the  metal  which  has  increased  in  value  is  gold  : 
but  the  position  of  the  Bank  of  France  is  for  the 
purpose  now  in  hand  identical.  It  now  holds  an  enor- 
mous amount  of  gold,  which  it  would  be  dangerous 
to  pay  away ;  just  as  in  1860  it  held  a  much  smaller 
though  still  considerable  amount  of  silver,  to  pay 
away  which  would  have  been  equally  dangerous. 

The  basis  of  the  difficulty  is,  that  the  French  mint 
coins  the  two  metals  thus  :  — 

One  kilogramme  weight  of  gold,    .        .        .     3,100  francs 
"  "  "  silver,          .         .        200       " 

or  in  the  proportion  of  15J ;  but  this  is  not  the  real 
proportion  of  the  market  value,  —  15J  is  equivalent 
to  about  60£d.  for  an  ounce  of  silver,  whereas  the 
market  price  is  now  54|d.  The  law  having  fixed 
an  equation,  bankers  will  always  be  in  difficulty 
when  the  facts  with  which  they  must  deal  do  not 
correspond  to  that  equation. 

Of  course,  as  long  as  the  Bank  of  France  suspends 
specie  payments  it  does  not  feel  this  difficulty ;  if  we 
may  be  permitted  to  say  so,  it  is  on  a  lower  level 
altogether.  It  is  not  perplexed  by  the  possibility  of 
having  to  pay  in  the  appreciated  metal,  for  it  does 
not,  except  in  minor  sums  and  when  it  chooses,  pay 
in  any  metal ;  but  as  soon  as  the  Bank  of  France 
performs  its  legal  obligations,  the  problem  which  the 
defective  currency  system  of  France  sets  before  it 
must  be  solved.  There  is  indeed  one  obvious  mode 
of  solving  it.  There  is  something  very  singular  in 
a  difficulty  which  is  caused  by  holding  a  commodity 
which  has  enhanced  in  value :  the  obvious  remedy 
is,  to  sell  it  in  the  market  and  to  obtain  the  advan- 
tage of  that  value.  If  the  Bank  of  France  could  sell 
its  gold  for  silver  at  the  present  price,  it  would  get  a 
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large  profit;  it  would  have  done  a  capital  bullion 
transaction  on  a  magnificent  scale,  and  the  share- 
holders would  be  large  gainers  in  consequence.  In 
1860  the  Emperor  Napoleon,  to  whom  the  accounts  of 
the  Bank  of  France  were  then  constantly  submitted, 
would  not  permit  this  natural  remedy  to  be  tried  ; 
and  therefore  the  Bank  of  France  had  to  forego  the 
profit,  and  to  change  away  the  dearer  metal  with  the 
Bank  of  England.  But  now  there  can  be  no  choice  ; 
the  sums  to  be  dealt  with  are  so  large  that  no  such 
palliative  by  exchange  can  be  thought  of.  If  cash 
payments  are  to  be  resumed  in  France,  large  sales 
of  gold  for  silver  must  precede  and  accompany  the 
resumption. 

And  the  effect  of  such  sales  will  of  course  be  to 
raise  the  price  of  silver  as  compared  with  gold.  The 
circumstances  of  the  Bank  of  France  will  make  the 
possession  of  much  silver  constantly  essential  to  it, 
and  the  effect  of  this  new  large  demand  will  be  a 
rise  of  price. 

The  only  alternative  is  the  demonetization  of  sil- 
ver ;  and  if  this  could  be  effected,  it  would  give 
France  a  currency  much  better  than  the  present  one, 
according  to  our  notions.  The  fo'-metallic  system  is, 
we  think,  condemned  by  the  very  discussion  in  which 
we  are  engaged ;  for  the  perplexities  which  that  sys- 
tem entails  on  the  Bank  of  France  are  the  evils  of 
which  we  are  seeking  the  remedy.  But  it  may  be 
doubted  whether  France  is  now  prepared  to  abandon 
this  system  :  it  would  be  a  very  costly  operation. 
The  amount  of  five-franc  pieces  hoarded  in  France  is 
probably  very  large  ;  and  if  they  are  to  be  demone- 
tized, gold  must  be  substituted  for  them,  —  which,  as 
the  example  of  Germany  shows  us,  is  no  easy  thing 
to  do.  Moreover,  till  1880,  France  is  bound  by  a 
monetary  convention  with  Italy,  Switzerland,  and 
Belgium,  and  can  only  change  as  they  like.  Even 
after  1880,  France  would  not  like  to  abandon  the 
"  Latin  Union,"  as  it  is  called,  which  is  economically 
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convenient ;  which  is  her  creation, — for  it  is  an  adop- 
tion of  the  money  she  desired, — and  in  which  she 
takes  a  political  pride.  Probably,  if  silver  is  de- 
monetized at  all,  it  will  be  so  at  once,  not  only  in 
France  but  in  all  those  other  states,  which  will  be 
difficult  to  arrange  and  costly  to  effect.  And  it  will 
not  have  the  united  support  of  theoretical  opinion ; 
for  many  Continental  —  and  especially  French  —  econ- 
omists adhere  to  the  two-metal  plan.  And  even 
strong  opponents  of  that  plan  (like  ourselves)  may 
well  doubt  whether  this  is  the  time  to  abandon  it. 
The  governments  who  do  so,  undertake  in  fact  to 
substitute  gold  for  silver  ;  and  just  now  they  have 
unusual  difficulty  in  getting  the  gold  and  in  dis- 
posing of  the  silver.  Germany  is  just  making  the 
substitution,  and  it  is  obviously  an  operation  in  which 
many  great  nations  should  not  engage  contempora- 
neously ;  an  interval  ought  rather  to  be  left  after 
the  completion  of  the  operation  by  one  before  another 
begins. 

It  is  true  that  the  demonetization  will  be  facili- 
tated by  the  clauses  in  the  agreement  of  the  Latin 
Union  which  limit  the  number  of  silver  pieces  less 
than  five-francs  to  be  coined  by  each  state  in  the 
union,  and  which  limit  the  amount  for  which  such 
subordinate  pieces  are  legal  tender.  These  pieces 
might  therefore  still  be  left  to  circulate  as  token 
money.  But  nevertheless  the  change,  especially  in 
so  many  states  at  once,  would  be  a  heavy  task  to 
accomplish,  and  not  one  which  it  would  be  easy  to 
get  undertaken ;  and  failing  this,  there  is  no  remedy 
except  the  sale  of  gold  for  silver  by  the  Bank  of 
France,  of  which  we  have  spoken,  so  soon  as  a 
return  to  specie  payments  is  determined  on. 

It  may  indeed  be  suggested  that  the  Bank  of 
France  need  not  return  to  specie  payments  at  all ; 
but  we  do  not  believe  that  those  who  have  managed 
her  affairs  so  admirably  during  the  last  few  years 
will  even  consider  that  alternative.  As  bankers  who 
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have  promised  to  pay  on  demand,  they  must  wish  to 
maintain  their  credit  by  so  paying ;  and  Paris  can 
never  again  be  the  exchange  center  for  Europe  which 
it  used  to  be,  and  which  many  concurring  circum- 
stances render  it  convenient  for  it  to  be,  while  bills 
on  Paris  are  paid  in  a  purely  local  medium  like  the 
paper  of  the  Bank  of  France,  and  not  in  the  precious 
metals,  which  are  the  money  of  all  the  world. 

Sooner  or  later,  therefore,  we  have  no  doubt  that 
the  Bank  of  France  will  resume  specie  payments ; 
and  then,  unless  the  fundamental  basis  of  the  French 
currency  law  shall  have  been  first  changed,  there 
will  be  a  very  material  rise  in  the  value  of  silver 
as  compared  with  gold. 


v. 

THE     EFFECT     OF     A     DEPRECIATION    OF    SILVER    ON    OUR 
FOREIGN,  AND   ESPECIALLY  ON  OUR  EASTERN  TRADE. 

[From  the  Economist  of  May  6,  1876.] 

THAT  the  depreciation  of  silver  as  compared  with 
gold,  which  has  already  begun,  and  of  which  we  can- 
not yet  predict  the  final  amount,  is  unfavorable  to 
the  Indian  government,  is  plain.  That  government 
receives  a  revenue  in  silver  which  it  cannot  easily 
augment,  and  it  has  to  find  annually,  for  the  inter- 
est on  its  debt  and  for  home  expenses,  a  large  sum 
of  gold  in  London ;  whatever  lessens  the  value  of 
silver  as  compared  with  gold  is  therefore  very  disad- 
vantageous to  it,  and  whatever  does  so  is  also  detri- 
mental to  the  holders  of  Indian  or  other  securities  of 
which  the  interest  is  paid  in  silver.  But  it  is  only 
states  or  persons  in  this  position  —  that  is,  those  in 
receipt  of  a  more  or  less  fixed  sum  in  silver — who 
will  permanently  be  affected  by  it  :  after  the  de- 
preciation of  silver  has  attained  its  limit,  trade  will 
be  exactly  where  it  is  now ;  and  though  during  the 
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process  there  will  be  much  unsatisfactory  uncertainty 
in  the  trades  with  the  countries  whose  prices  are  in 
silver,  and  though  in  some  parts  our  trade  will  prob- 
ably suffer,  yet  other  parts  will  as  probably  be  bene- 
fited. And  therefore  this  change,  though  —  like  all 
changes  in  the  value  of  a  currency  —  a  troublesome 
burthen,  is  nevertheless  not  an  evil  of  the  first  magni- 
tude, or  at  all  likely  to  produce  the  disastrous  effects  — 
on  English  commerce  especially  —  which  we  some- 
times see  expected  from  it. 

We  must  remember  that  silver  is  still  practically 
the  main  currency  of  a  very  large  part  of  the  world. 
The  whole  of  the  East  uses  it,  not  indeed  to  the  en- 
tire exclusion  of  gold,  but  still  much  more  than  gold. 
It  suits  the  minuteness  of  the  payments  which  in 
Oriental  countries,  and  in  all  countries  in  which  there 
is  no  credit,  of  necessity  make  up  almost  the  whole 
of  the  daily  transactions  which  carry  on  common 
life,  and  for  which  the  smallest  gold  coin  that  can  be 
safely  and  economically  used  is  very  many  times  too 
great.  Over  the  vast  area  of  the  backward  pale  of 
the  world  an  incalculable  quantity  of  silver  is  now 
scattered,  doing  the  work  of  daily  life,  and  doing 
it  almost  to  the  exclusion  of  all  other  currencies. 
And  we  must  remember,  too,  that  with  this  currency, 
as  with  all  others,  the  efficiency  depends  on  the 
value.  The  more  things  a  rupee  exchanges  for,  the 
fewer  rupees  will  be  necessary  to  do  the  work  of 
India.  A  change  of  10  per  cent,  in  the  purchasing 
power  of  silver  would  make  10  per  cent,  more  silver 
necessary  in  each  of  these  countries ;  and  though 
we  do  not  know  what  10  per  cent,  would  amount  to, 
because  we  really  cannot  tell  even  approximately  the 
quantity  of  silver  circulating  in  those  countries,  yet 
we  see  that  it  must  amount  to  something  very  large, 
for  that  present  circulation  must  be  reckoned  by 
hundreds  of  millions.  To  make  a  permanent  change 
even  of  small  amount  in  the  purchasing  power  of 
silver  throughout  the  world  is  a  most  costly  matter,. 
VOL.  V.— 35 
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requiring  much  time.  No  [other]  commodity  is  of 
so  stable  a  value  as  a  great  deal  of  money  diffused 
over  many  countries ;  because  as  soon  as  you  diminish 
that  value  even  a  little,  you  augment  the  quantity 
required  indefinitely.  In  this  case,  far  more  than 
in  any  other,  an  addition  to  the  supply  of  itself  gen- 
erates an  addition  to  the  demand. 

And  a  depreciation  of  such  money  is  necessarily 
diffused  with  more  or  less  rapidity  through  the  va- 
rious nations  who  use  it ;  a  local  congestion,  so  to 
speak,  is  impossible.  The  laws  which  distribute  the 
precious  metals  over  the  world  will  gradually  lessen 
the  value  in  all  of  them,  if  it  is  greatly  and  suddenly 
lowered  in  any  one.  There  is  a  steady  tendency  to 
take  such  a  commodity  from  the  country  where  its 
purchasing  power  is  small  to  those  in  which  its 
purchasing  power  is  great,  and  in  that  way  this 
power  settles  in  all  countries  at  its  level. 

Such  a  change  in  the  value  of  a  metallic  money 
will  even  generate  a  new  trade  between  countries 
which  had  none  before.  The  discovery  of  gold  in 
Australia  and  California  gave  those  countries  a  buy- 
ing power  which  created  a  great  direct  commerce 
with  them ;  the  nations  from  whom  they  bought 
obtained  a  buying  power  too  ;  so  on  with  those  from 
whom  they  bought  :  and  so  an  unprecedented  access- 
ion to  the  previous  trade  of  the  world  [was  created]. 

It  would  be  absurd  to  expect  any  results  of  sim- 
ilar or  approaching  magnitude  from  the  new  silver 
mines  in  America,  even  were  their  magnitude  and 
fertility  many  times  greater  than  even  the  most 
sanguine  computers  make  them ;  but  the  same 
cardinal  principles  will  govern  this  smaller  case 
which  we  have  seen  govern  the  greater.  The  silver 
prices  of  all  articles  must  gradually  and  slowly  be 
raised  all  through  the  silver  countries  ;  and  the  rise 
will  be  effected  the  most  quickly  in  those  countries 
which  have  most  share  in  the  commerce  of  the  world, 
and  which  export  and  import  most.  Take  the  case 
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of  India  at  this  time.  The  depreciation  of  silver  in 
London  is  an  encouragement  to  English  capitalists 
to  buy  commodities — jute,  cotton,  indigo,  or  whatever 
it  may  be  —  in  India;  such  commodities  are  sold  in 
rupees — that  is,  in  silver  —  in  the  Calcutta  market. 
Now,  an  English  capitalist  must  first  buy  his  ru- 
pees—  for  this  is  the  real  result  of  the  more  complex 
excliange  transactions  —  before  he  can  obtain  these 
commodities  ;  the  cheaper,  therefore,  he  can  buy  such 
rupees,  the  better  his  operation.  Supposing  an  order 
to  buy  at  a  given  hour  in  the  Calcutta  market  to 
yield  neither  profit  nor  loss  when  rupees  were  at 
2s.,  it  might  yield  a  good  profit  if  the  rupee  fell  to 
Is.  8d.,  because  then  the  gold  of  the  English  capitalist 
would  go  so  much  further  in  the  purchase  of  them. 

The  very  contrary  arises  in  the  case  of  English 
exports  to  India.  The  English  exporter  of  these  is 
paid  in  rupees  at  Calcutta  or  Bombay,  and  these 
rupees,  when  he  brings  them  home  to  London,  are 
worth  say  a  sixth  less  than  they  used  to  be  ;  and  there- 
fore he  has  a  steady  and  certain  motive  not  to  export 
as  much  as  he  used  to  do.  And  the  sure  result  of 
these  two  changes  —  of  the  encouragement  of  exports 
from  India  and  of  the  discouragement  of  imports 
into  India  —  is  a  flow  of  silver  from  hence  thither, 
which  must  ultimately  raise  the  general  standard  of 
prices  there. 

It  may  be  objected  that  this  rise  of  prices  will  be 
an  evil  to  India,  —  will  throw  it  out  of  the  world's 
market ;  that  Indian  cotton,  for  example,  which  has 
thus  risen  in  price,  will  not  be  able  to  compete  with 
American  cotton,  of  which  the  price  will  be  unaltered. 
But  this  objection  is  fallacious  :  all  which  the  rise  of 
prices  will  effect  will  be,  to  withdraw  the  exceptional 
encouragement  which,  as  we  have  just  explained,  the 
present  state  of  things  gives  to  the  export  of  Indian 
cotton.  When  silver  has  settled  to  its  new  level  of 
value,  all  trade,  whether  of  export  to  or  import  from 
India,  will  go  on  as  it  did  when  it  was  at  its  old 
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value.  Take  the  case  of  the  English  importer  from 
India,  silver  having  fallen  say  15  per  cent,  in  its 
relation  to  gold ;  he  will  get  15  per  cent,  more  rupees 
than  he  used  to  do  for  his  gold,  but  when  he  goes 
into  the  Calcutta  market  he  will  find  that  these 
rupees  will  only  purchase  an  equal  percentage  less  ; 
his  gold  will  be  neither  more  nor  less  efficient  than 
at  first,  and  therefore  he  will  neither  be  encouraged 
to  buy  nor  discouraged  from  buying.  Conversely,  the 
English  exporter  to  India  will  not  be  able  to  get  as 
much  for  the  rupees  for  which  he  sells  his  goods, 
when  he  brings  those  rupees  home  here ;  but  on  the 
other  hand,  he  will  have  to  a  corresponding  extent 
more  rupees,  and  therefore  the  final  outcome  of  his 
trade  will  not  be  altered. 

No  doubt  it  is  true  that  during  the  process  of  de- 
preciation, our  general  export  trade  to  some  countries 
will  be  under  a  disadvantage,  —  we  shall  export  to 
them  silver  instead  of  goods ;  but  on  the  other  hand, 
certain  other  branches  of  our  foreign  trade  will  be 
augmented.  The  silver  which  we  send  to  India  we 
shall  have  sent  to  us  from  America,  and  we  shall 
have  to  pay  for  it ;  and  we  shall  doubtless  pay  for 
it  in  the  same  way  that  we  pay  America  for  the  rest 
of  the  commodities  which  she  sends  us.  Our  present 
direct  trade  with  America  stands  thus  :  — 

£ 

Export  from  America  to  England  (1874),   .     .     .     73,897,000 
"         England  to  America,      "        ...     32,238,000 

Balance  in  favor  of  America, 41,659,000 

And  against  this  balance  America  draws  drafts  to 
pay  for  what  she  buys  in  India,  in  China,  or  in 
France,  and  all  over  the  world.  The  trade  is  what  is 
called  a  "triangular"  trade;  because  the  debt  due  to 
one  nation  is  paid  for,  not  by  the  nation  which  owes 
it,  but  by  some  other  nation  or  nations  which  are  in 
debt  to  that  nation.  The  more,  therefore,  we  aug- 
ment our  American  trade,  the  more  we  shall  have  to 
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export  in  goods;  not  indeed  wholly,  or  probably  prin- 
cipally, to  America  itself,  but  to  other  countries  to 
which  she  is  in  debt.  And  as  America  always  buys 
more  in  the  East  than  she  sells  there,  curiously 
enough  one  of  the  trades  which  will  most  likely  be 
thus  stimulated  is  the  trade  with  the  East,  which 
from  the  first  operation  of  the  new  cause  —  by  the 
substitution  of  silver  for  goods  in  our  direct  trade  — 
has  been  discouraged  and  depressed; 

The  same  fact  may  be  put  in  another  way.  The 
United  States  have  acquired,  by  the  extraordinary 
productiveness  of  their  new  mines  of  silver,  an 
augmented  purchasing  power  in  the  markets  of  the 
world ;  the  increase  of  power  they  use  in  buying 
the  commodities  which  they  wish  for  in  the  East 
and  throughout  the  world.  But  partly  owing  to  her 
Protective  system,  and  partly  in  consequence  of  nat- 
ural causes,  America  has  no  direct  communication 
with  the  countries  which  produce  those  goods ;  she 
therefore  sends  the  silver  to  England,  and  England 
acts  for  her  as  a  produce  broker  on  a  vast  scale,  — 
both  sends  on  the  silver  to  the  countries  which  want 
it,  and  pays  indirectly  for  what  she  buys  to  the  coun- 
tries she  buys  from.  That  we  are  able  so  to  pay  is 
one  of  the  many  "instances  in  which,  in  trade,  most 
is  given  to  those  who  already  have  most :  our  export 
trade  is  so  much  greater  and  so  much  more  easily 
augmented  than  that  of  any  other  country,  because 
we  are  able  to  settle  any  debt  in  commodities  far 
better  than  any  other  nation.  If  the  United  States 
buy  of  nation  B,  B  is  more  likely  to  want  something 
of  England  than  of  any  one  else ;  or  if  instead  B 
buys  of  C,  C  is  so  likely  :  and  so  on  through  the 
alphabet,  till  at  last  you  come  to  England.  Our  pre- 
dominant international  trade  gives  us,  in  a  business 
such  as  this,  an  assured  pre-eminence. 

This  is  one  compensation  for  any  evil  to  our 
present  export  trade  which  may  be  caused  by  a 
change  in  the  value  of  silver :  and  another  is,  that 
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a  part  of  our  import  trade  will,  as  we  have  seen,  be 
benefited  by  the  same  cause ;  which  must  either 
cause  —  according  to  circumstances  —  increased  profits 
to  our  traders  or  diminished  prices  to  our  consumers, 
and  either  way  be  a  gain. 

In  thus  writing,  we  have  been  content  to  assume 
that  the  American  production  of  new  silver  will  be 
on  the  largest  scale  which  has  ever  been  alleged, 
because  we  wanted  to  show  how  large  the  area  of 
silver-using  countries  is  ;  how  slow,  in  consequence, 
will  be  the  process  of  depreciation ;  how  much  of 
benefit  as  well  as  of  loss  there  is  to  our  trade  while 
the  process  is  going  on  ;  and  how  much  commerce 
will  return  to  its  antecedent  state  when  the  change 
has  run  its  course  and  the  depreciation  has  termi- 
nated. 


VI. 

THE  EXTREME  FALL  IN  SILVER,  AND  THE  HASTY 
REMEDIES  PROPOSED. 

[From  the  Economist  of  July  8,  1876.] 

THE  report  of  Mr.  Goschen's  Committee  on  the  De- 
preciation of  Silver  has  been  laid  on  the  table, 
and  will  doubtless  appear  immediately;  and  it  is 
understood  to  contain  a  most  full  analysis  of  all  the 
causes  which  have  combined  to  produce  this  perplex- 
ing event.  But  in  the  mean  time  the  fall  of  the 
rupee  to  Is.  6-|d.  at  the  last  bidding  for  Council  bills, 
and  of  silver  to  47d.  per  oz.,  have  naturally  caused 
the  suggestion  in  various  quarters  of  various  hasty 
remedies ;  which  can  be  discussed  before  we  get  the 
report,  because  by  the  terms  of  their  reference  the 
Committee  were  debarred  from  considering  remedies, 
and  told  to  confine  themselves  to  causes. 

The  main  evils  of  this  depreciation  are  two.  First, 
and  most  important,  [one  results  from  the  fact]  that 
the  government  of  India  receives  the  whole  of  its 
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revenue  in  silver,  —  partly  in  land  rents  fixed  for 
considerable  periods,  and  partly  in  taxes  which  it  is 
difficult  to  increase,  —  and  that  this  government  has 
also  of  necessity  to  find  in  London  a  very  large 
amount  in  gold  annually ;  so  that  they  lose  a  sum 
which,  taking  the  rupee  at  Is.  8d.,  Sir  William  Muir, 
the  Indian  Finance  Minister,  estimated  to  be  of  most 
serious  magnitude,  and  which,  now  that  the  rupee 
has  fallen  to  Is.  6jd.,  will  be  considerably  more.  So 
grave  a  misfortune  has  seldom  happened  to  any  gov- 
ernment so  suddenly,  and  so  completely  from  causes 
out  of  its  control.  Secondly,  all  private  persons,  such 
as  the  holders  of  rupee  paper,  who  have  to  receive 
fixed  sums  in  silver,  lose,  as  is  usual  when  a  cur- 
rency becomes  depreciated ;  debtors  gain  and  creditors 
lose,  in  this  instance  as  in  all  similar  ones.  The  great 
peculiarity  of  the  case  is  the  position  of  the  Indian 
government,  which  has  so  great  a  burden  so  rapidly 
thrown  upon  it,  and  is  so  little  able  by  additional 
taxation  with  equal  rapidity  to  find  means  to  bear  it. 

The  remedies  suggested  are :  — 

First,  that  the  government  of  India  should  de- 
monetize silver  and  substitute  gold ;  but  those  who 
make  this  proposal  cannot  have  considered  what  in 
practice  it  would  involve.  '  A  government  which 
abolishes  an  old  money  must  find  a  new  one.  It 
could  not  say,  "Our  law  up  to  the  present  time 
has  made  the  silver  rupee  legal  tender ;  but  we  now 
change  that,  and  make  a  gold  coin  legal  tender, 
which  gold  coin  you,  our  subjects,  must  find  for  your- 
selves." If  the  Indian  government  did  so,  the  losses 
to  its  subjects  would  be  enormous  :  every  holder  of 
the  old  coinage  who  wanted  to  pay  a  debt  would 
have  to  sell  silver,  which  is  so  rapidly  going  down, 
and  buy  gold,  which  in  comparison  is  rapidly  rising, 
and  the  loss  would  be  severe.  The  only  way  in  which 
such  an  operation  can  be  effected  is  that  which  the 
German  government  has  lately  adopted.  That  gov- 
ernment bought  and  found  the  gold  which  was  to 
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form  the  new  currency ;  and  in  so  far  as  the  opera- 
tion is  complete,  has  exchanged  it  for  the  old  one. 
But  no  one  could  now  propose  this  to  the  Indian 
government  as  a  means  of  relieving  itself  from  finan- 
cial difficulty,  for  the  cost  which  it  would  entail 
would  be  enormous.  Even  with  all  their  resources, 
they  would  have  great  difficulty  in  getting  the  im- 
mense sum  required  in  gold,  and  they  would  hardly 
be  able  to  sell  the  silver  at  any  price.  The  present 
position  of  the  Indian  Exchequer  is  not  good,  but  it 
is  beyond  comparison  better  than  it  would  be  if  this 
expedient  were  tried. 

Secondly,  it  is  suggested  that  we  should  adopt  a 
double  standard  for  India  both  of  gold  and  silver; 
but  this  does  not  meet  the  difficulty.  The  effect  of  a 
double  standard  is,  at  every  change  in  the  relative 
value  of  the  two  metals,  to  fill  the  country  with  the 
metal  which  is  falling.  France  in  this  way  was 
during  the  cotton  famine  cleared  of  a  large  part  of 
her  silver,  and  gold  was  substituted  for  it ;  bullion 
dealers  sent  the  gold  to  buy  the  silver,  and  made  a 
profit  of  the  transaction.  The  "bad  money"  always 
drives  out  the  "good";  and  the  Indian  Exchequer 
would  gain  nothing.  The  essence  of  the  "double 
standard"  is,  to  create -two  legal  tenders  and  give 
the  debtor  the  choice  of  paying  in  which  he  likes ; 
the  Indian  ryot  would  of  course  pay  in  silver  just 
as  now,  and  the  land  revenue  would  be  as  much 
impaired,  for  the  purposes  for  which  it  is  wanted, 
by  the  depreciation  of  silver  as  it  is  at  present. 

Thirdly,  it  is  suggested  that  the  Indian  government 
should  cease  to  coin  rupees ;  and  that  in  consequence, 
though  the  value  of  uncoined  silver  fell,  that  of  the 
coin  would  not  fall,  its  supply  being  restricted.  But 
the  effect  of  such  a  measure  would  be,  to  reduce  the 
price  of  silver  far  below  even  its  present  low  amount ; 
because  it  would  stop  the  greatest  natural  demand 
for  it,  by  stopping  additions  to  the  silver  currency 
of  India.  And  then,  the  difference  in  value  between 
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the  rupee  as  a  coin  and  the  same  quantity  of  the  un- 
coined silver  would  be  much  greater  than  it  would 
be  possible  to  maintain :  good  rupees  would  be  a 
profitable  article  of  manufacture,  and  would  be 
imported  largely  from  abroad  and  illicitly  manufac- 
tured in  India.  Many  governments  have  tried  a  simi- 
lar expedient,  and  have  in  the  end  always  been  beaten 
and  obliged  to  keep  the  price  of  their  legal-tender 
coin  near  to  the  cost  at  which  it  can  be  produced ; 
but  in  no  case  would  the  failure  be  so  great  as  in 
that  of  India,  because  in  none  has  the  experiment 
ever  been  tried  on  a  coin  so  important  and  of  so 
vast  a  circulation  as  the  rupee. 

The  effect  also  would  be  that  the  difficulty  of  dis- 
posing of  silver  in  London,  and  the  consequent  low- 
ness  of  the  price,  would  become  wor$e  and  worse. 
The  natural  cure  for  the  depreciation  of  silver  is,  that 
it  should  be  diffused  over  the  globe,  and  especially 
over  the  immense  area  in  the  East  and  elsewhere 
which  has  a  silver  currency.  If  silver  is  depreciated 
2  per  cent,  in  all  countries  where  it  is  the  sole  or 
main  currency,  2  per  cent,  more  silver  must  be  re- 
quired; and  as  the  amount  of  silver  in  circulation  in 
such  countries  is  enormous,  2  per  cent,  upon  it  would 
be  a  very  great  demand,  and  take  out  of  this  mar- 
ket a  very  large  quantity  of  silver.  As  we  have 
shown  on  a  former  occasion,*  the  laws  of  trade  will 
infallibly  create  this  demand,  though  this  action  is 
necessarily  slow.  But  the  effect  of  not  coining  the 
rupee,  in  so  far  as  it  is  successful,  would  be  to  sus- 
pend them  altogether  as  far  as  India  is  concerned ; 
because  it  is  only  by  arresting  the  reduction  in  the 
exchange  value  of  the  rupee  that  this  step  can  help 
the  Indian  government,  and  that  reduction  is  the 
means  by  which,  as  we  showed,  the  new  course  of 
trade  is  created,  and  the  increased  quantity  of  rupees 
required  to  do  the  work  of  Indian  currency  after  that 
reduction  constitutes  the  new  demand  for  silver  and 
the  new  use  of  it. 


*  July  8,  1876. 
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The  example  pf  the  states  called  the  "  Latin  Union" 
—  that  is,  of  France,  Italy,  Belgium,  Switzerland,  and 
Greece  —  is  appealed  to  as  a  precedent  for  this  pol- 
icy, since  they  have  limited  their  coinage  of  silver, 
as  we  have  often  explained.  But  their  circumstances 
are  very  different  from  those  of  India.  In  France, 
which  is  so  much  the  greatest,  and  also  in  Italy, 
inconvertible  paper  is  really  the  ruling  currency ; 
it  is  that  which  settles  prices,  and  everything  has 
to  conform  to  that.  And  even  so  the  expedient  is 
only  regarded  as  a  momentary  one  :  it  is  acknowl- 
edged that  the  Latin  Union  must  soon  either  return 
to  the  double  standard  and  coin  silver  without  limit, 
or  must  demonetize  silver  altogether.  And  if  we 
did  not  coin  rupees,  the  fall  in  the  price  of  silver 
which  it  would  cause  would  probably  determine  them 
to  decide  on  its  demonetization ;  whereas  it  is  still 
possible  that  they  may  return  to  the  double  stand- 
ard, which  would  raise  the  price  of  silver  more  than 
anything  else. 

This  possible  effect  on  the  Latin  Union  is,  how- 
ever, but  a  minor  reason  for  not  thinking  of  this  or 
any  similar  plan.  The  main  reason  is,  that  the  fall  in 
silver  will  be  greatly  lessened  if  we  allow  the  ordi- 
nary action  of  trade  to  spread  it  through  the  world, 
so  that  the  depreciation  may  be  everywhere  alike, 
and  affect  prices  everywhere  where  silver  is  the  cur- 
rency ;  and  that  all  plans  which  impede  that  action 
tend  to  keep  the  silver  in  this  market,  to  enhance  its 
depreciation  here,  and  to  prevent  its  diffusion  which 
is  the  only  cure. 

VII. 

THE   REPORT    OF    THE    COMMITTEE    ON   THE   DEPRECIATION 

OF    SILVER. 

[From  the  Economist  of  July  15,  1876.  J 

THE  Report  of  the  Commons   Committee  on  the  De- 
preciation   of    Silver    is    a    very    able    document.      It 
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appears  to  have  been  drawn  up  by  the  chairman, 
Mr.  Goschen,  and  accepted  with  comparatively  minor 
amendments  by  the  Committee ;  and  it  has  the  clear- 
ness, the  precision,  and  the  great  information  —  no 
matter  at  what  labor  acquired  —  for  which  Mr. 
Goschen's  writings  on  such  subjects  are  remarkable. 
The  Committee  was  excluded,  by  the  terms  of  its 
appointment,  from  investigating  remedies  eo  nomine; 
but  by  describing  precisely  the  events  which  have 
happened,  and  analyzing  as  far  as  is  possible  the 
causes  of  each  of  those  events,  they  have  enormously 
facilitated  the  discussion  of  future  policy.  In  all 
cases  an  accurate  diagnosis  of  a  disease  must  come 
before  a  discussion  of  remedies ;  and  in  a  very  com- 
plex case  like  this,  such  a  preliminary  is  especially 
needful,  or  else  we  may  find  that  we  have  been 
trying  to  cure  disease  A  with  medicine  fit  only  for 
disease  B,  and  so  have  made  things,  no  better,  or 
worse. 

The  most  striking  cause  of  the  depreciation  of  sil- 
ver, arid  that  which  the  Committee  treat  of  first,  is, 
the  productiveness  of  the  new  mines  in  America  ;  and 
looked  at  in  this  relation,  the  most  remarkable  thing 
about  it  is,  its  rapidity.  In  former  analogous  cases, 
the  effect  has  been  much  slower.  Adam  Smith  was 
of  opinion  that  prices  in  England  did  not  even  begin 
to  be  sensibly  affected  by  the  American  mines  till 
1570,  though  the  first  shipments  of  specie  were  made 
in  1502,  and  though  the  mines  of  Potosi  — the  most 
productive  of  all  —  were  discovered  in  1542  ;  and  even 
then  the  depreciation  was  slight,  and  continued  to 
increase  only  at  a  slow  rate  for  many  years.  When 
gold  was  discovered  in  our  own  time  so  extensively 
in  California  and  in  Australia,  most  persons  thought  it 
would  at  once  affect  general  prices  ;  but  it  did  not. 
Even  yet  there  is  a  controversy  on  the  subject ;  and 
though  we  believe  that  —  especially  since  Mr.  Jevons's 
investigations — there  can  be  little  doubt  that  a  rise 
in  gold  prices  has  happened  to  some  extent,  we  should 
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not  like  to  state  its  extent  precisely,  and  should  fear 
to  exaggerate  it. 

But  now,  the  American  mines  were  not  much 
heard  of  in  this  country  till  last  autumn,  and  the 
Committee  tell  us  that  the  effect  on  the  price  of  silver 

has  been  this  :  — 

d.          d. 

1875  Yearly  average, 56  f 

1876  Fluctuations  in  January  between    .     56£  and  54$ 

"  February  "  .  .  54|  "  53 

"                 "  March  "  .  .  54£  "  52£ 

"                 "  April  "  .  .  54  "  53£ 

"                 "  May  "  .  .  54  "  52 

"                 "  June  "  .  .  52  "  50 

and  as  we  write  it  is  48d.,  showing  a  reduction  of  16 
per  cent,  from  the  average  of  1875. 

But  we  must  observe  that  in  this  contrast  we 
are  not  comparing  the  same  things.  This  table  is  a 
comparison  of  the  price  of  silver  with  that  of  gold 
only  ;  when  we  spoke  of  the  previous  discoveries 
we  spoke  of  the  general  prices  of  commodities.  *  But 
there  is  no  evidence  whatever  that  general  prices 
in  any  country  where  prices  are  measured  in  silver 
have  risen  in  any  such  ratio;  indeed,  as  we  have 
understood,  careful  inquiry  seems  to  show  that  they 
have  not  sensibly  risen  at  all.  General  prices  have 
obeyed  in  this  case  the  same  law  as  in  former  cases ; 
they  are  being  acted  on  very  slowly.  Indeed,  it  is 
evident  that  they  must  be  so :  if  they  had  risen 
20  per  cent,  over  the  whole  of  the  countries  using 
silver  as  their  principal  currency,  or  over  any  very 
large  part  of  them,  20  per  cent,  more  on  the  silver 
currency  used  would  have  been  wanted  to  circulate 
commodities  at  those  prices,  which,  as  there  are  few 
"economizing  expedients"  in  such  countries,  would 
have  been  a  very  large  amount  indeed.  But  no  such 
new  silver  exists.  The  Committee  say  :  — 

"It  is,  however,  an  important  and  remarkable  fact,  to  which  it 
may  be  convenient  to  call  attention  at  once,  that  though  the  in- 
creased production  of  silver  in  the  United  States  is  *»•  fact  beyond 
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question,  no  actual  increase  in  the  imports  of  silver  from  the 
United  States  to  Great  Britain  has  taken  place  since  the  year  1873, 
when  the  average  price  of  silver  was  still  59£cZ.  per  oz.  Indeed, 
the  amount  of  imports  into  Great  Britain  from  the  United  States 
for  the  year  1875— viz.,  £3,092,000 —is  the  smallest  since  the  year 
1869.  In  the  same  way,  though  the  new  currency  laws  of  Germany 
affected  a  vast  silver  coinage,  the  sales  of  silver  actually  made  up 
to  the  26th  of  April  in  the  present  year  do  not  appear  to  have 
exceeded  £6,000,000,  distributed  over  several  years.  " 

Except  a  small  amount  of  silver  which  goes  from 
San  Francisco  to  China  direct,  all  the  silver  which 
leaves  America  comes  here  ;  and  therefore  it  is  plain 
that  no  such  additional  silver  as  would  be  required 
by  very  greatly  raised  prices  over  the  large  areas  of 
the  East  anywhere  exists.  General  prices  there  have 
not  risen  in  any  such  ratio  as  20  per  cent. ;  what 
has  alone  so  varied  is  the  relation  of  silver  to  gold 
in  the  London  market,  and  in  the  markets  guided 
by  it. 

But  even  this  variation  is  most  curious.  Nothing 
like  it  happened  when  gold  was  discovered  in  Aus- 
tralia and  California  ;  it  did  not  fall  then  in  relation 
to  silver  at  all  as  silver  has  now  fallen  in  relation 
to  it.  The  course  of  prices  then  was  this  :  — 

Per  oz.  —  d. 

In  1848  the  average  price  of  silver  was  .     .     .     .  59£ 

1849  "  "  ....  59f 

1850  "  "  ....  60TV 

1851  "  "  ....  61 

1852  "  "  ....  60£ 

1853  "  "  ....  61£ 

1854  "  "  ....  61£ 

1855  "  "  .... 

1856  "  "  .... 

which  is  certainly  wonderfully  little  in  comparison 
with  what  we  now  see,  though  the  discoveries  of  gold 
then  were  every  way  as  remarkable  [as]  —  indeed, 
more  remarkable  than  —  those  of  silver  now.  The 
difference  is  certainly  not  from  any  excessively  quick 
supply  now.  As  the  Committee  shows,  in  1875  the 
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silver  sent  from  America  was  less  than  in  previous 
years,  and  for  the  first  six  months  of  1876  the  figures 
have  been  these  :  — 

IMPORT  OF  SILVER  FROM  UNITED  STATES. 

£. 

1874  (First  six  months), 2,046,925 

1875  "  1,293,258 

1876  1,293,851 

so  -that  in  fact,  notwithstanding  the  great  fall  of 
silver  in  this  market,  owing  in  great  part  to  the 
apprehension  caused  by  the  new  mines,  we  have  had 
from  them  no  extra  supply  as  yet  at  all. 

The  explanation  is,  that  the  report  of  this  new 
discovery  came  on  a  market  where  prices  were  pre- 
viously falling,  and  which  was  most  perturbed  and 
sensitive.  The  Committee  tell  us  that  — 

Between  1862  and  1866  the  yearly  average  d.  d. 

price  was  between 62  and   61 

Between  1867  and  1872  the  yearly  average 

price  was  between 61   and  60 

In  1873  the  yearly  average  was  ....  59| 

"    1874  "  "  ....  58T5g 

"   1875  "  "  ....  56j 

showing  a  considerable  fall.  And  they  analyze  the 
causes  which  were  in  action,  weakening  the  temper 
of  men's  minds,  and  preparing  them  easily  to  allow 
of  a  still  greater  fall. 

The  first  of  these  is  the  introduction  of  a  gold 
currency  into  Germany  in  place  of  a  silver  one,  of 
which  the  report  gives  a  very  clear  and  consecutive 
account.  This  cause,  as  our  readers  know,  has  been 
one  peculiarly  perturbing,  because  it  has  been  incal- 
culable as  well  as  powerful.  Dealers  in  silver  have 
never  for  several  years  known  either  what  quantity 
of  it  the  German  government  was  anxious  to  dispose 
of,  or  what  price  it  would  take  for  that  quantity. 
Nothing  depresses  the  tone  of  a  market  like  uncer- 
tainty ;  and  this  subterranean  political  agency,  if  we 
may  so  describe  it,  has  now  for  a  considerable  period 
been  a  cause  of  uncertainty,  in  incessant  action,  and 
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of  the  first  magnitude.  And  its  action  still  contin- 
ues,—  for  the  amount  of  the  thaler  silver  currency 
which  will  have  to  be  demonetized  is  most  uncertain, 
the  estimates  of  it  differing  by  many  millions  ;  and 
therefore  we  do  not  in  the  least  know  either  what 
the  German  government  have  in  hand,  or  what  they 
have  to  sell,  or  when  they  will  have  to  sell  it.  The 
silver  market  is  consequently  affected  exactly  as  the 
Liverpool  cotton  market  would  be  if  there  was  an 
immense  unknown  quantity  to  arrive.  Such  a  market 
always,  as  the  phrase  is,  lives  from  hand  to  mouth, 
sells  as  soon  as  it  can,  and  the  prices  in  it  fall  to 
an  extent  and  with  a  rapidity  which  an  observer 
acquainted  only  with  the  visible  supply  or  the  visible 
demand  would  not  be  able  at  all  to  account  for. 

The  second  cause  is  the  policy  of  the  Latin  Union, 
to  which  we  have  so  often  drawn  the  attention  of 
our  readers.  The  states  comprising  it  —  France,  Bel- 
gium, Italy,  Switzerland  (and  now  Greece) — in  1873 
adhered  strictly  to  the  principle  of  the  double 
standard  of  gold  and  •  silver ;  that  is,  they  allowed 
any  one  to  bring  to  the  mint  any  quantity  of  either 
metal,  and  they  coined  it  for  him.  In  consequence, 
at  every  change  they  were  always  coining  the  metal 
of  lesser  value ;  and  that  metal,  when  coined,  was 
used  to  buy  and  take  away  the  metal  of  higher  value. 
In  this  way,  during  the  cotton  famine  France  was 
half  emptied  of  silver  which  was  wanted  for  export 
to  the  East,  and  was  filled  with  gold  which  was  not 
so  wanted.  If  these  states  had  continued  to  adhere 
to  this  principle,  the  great  effect  on  the  general  silver 
market  produced  by  the  German  operations  would 
have  been  much  diminished  and  rendered  scarcely 
observable.  As  soon  as  silver  began  to  fall,  it  would 
have  gone  to  France  and  been  used  there  to  buy 
gold,  which  had  risen  ;  thus  silver  would  have  been 
taken  from  the  general  market  and  gold  would  have 
been  brought  to  it,  till  the  former  level  of  comparative 
values,  or  something  like  it,  had  been  reached.  But 
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France  and  the  rest  of  the  Latin  Union  could  not 
endure  this  :  partly  from  political  and  partly  from 
economical  motives,  they  would  not  take  the  "cast- 
off"  German  silver.  They  limited  the  amount  of  the 
silver  which  they  would  coin,  and  thus  the  silver 
market  was  at  the  same  moment  perturbed  by  two 
extra-commercial  causes  :  one  set  of  countries  sold 
off  silver  as  they  had  never  before  done,  and  so 
increased  the  supply  ;  and  another  refused  to  take  it 
in  a  way  in  which  they  had  never  before  done,  and 
thus  diminished  the  demand. 

Thirdly,  there  has  been  another  cause,  also  not 
commercial,  though  of  a  very  different  kind,  which 
has  tended  to  diminish  the  demand  for  silver.  This 
is,  the  increase  in  the  amount  which  the  Home  gov- 
ernment draws  for  upon  India ;  as  to  which  the 
Committee  tell  us  :  — 

"The  yearly  amount  payable  by  India  for  the  disbursements  of 
the  Home  government  has  risen  since  the  Indian  Mutiny  from 
£5,000,000  to  £15,000,000;  a  difference  of  which  the  magnitude 
will  be  appreciated  when  it  is  remembered  that  it  is  considerably 
more  than  half  of  the  total  amount  of  silver  annually  produced. 

' '  That  the  full  effect  of  this  substitution  has  only  been  re- 
cently felt ;  as  that  effect  was  retarded  by  the  construction  of  the 
Indian  railways,  which  involved  an  expenditure  in  India  of  money 
raised  in  England,  counterbalancing  therefore  an  equal  amount  of 
expenditure  in  England  of  money  raised  in  India. 

"That  the  amount  of  the  disbursements  which  has  just  been 
stated  appears  to  represent  the  present  normal  expenditure  of  the 
Home  government ;  and  that  therefore,  unless  by  some  marked 
change  of  policy,  no  diminution  of  that  amount  can  be  looked  for. " 

The  effect  of  this  increase  of  the  tribute  (for  such 
economically  it  is)  which  India  pays  to  England  is 
peculiar,  because  the  ordinary  relation  of  the  two 
countries  commercially  has  been  peculiar.  Generally 
the  existence  of  such  a  tribute  makes  no  difference 
in  the  amount  of  the  precious  metals  transmitted 
from  one  country  to  the  other.  Mr.  Mill  explains 
this  very  clearly  :  — 
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''Commerce,"  he  says,  "being  supposed  to  be  in  a  state  of 
equilibrium  when  the  obligatory  remittances  begin,  the  first  remit- 
tance is  necessarily  made  in  money  ;  this  lowers  prices  in  the  re- 
mitting country,  and  raises  them  in  the  receiving.  The  natural 
effect  is,  that  more  commodities  are  exported  than  before,  and  fewer 
imported ;  and  that  on  the  score  of  commerce  alone,  a  balance 
of  money  will  be  constantly  due  from  the  receiving  to  the  paying 
country.  When  the  debt  thus  annually  due  to  the  tributary  coun- 
try becomes  equal  to  the  annual  tribute  or  other  regular  payment 
due  from  it,  no  further  transmission  of  money  takes  place  ;  the 
equilibrium  of  exports  and  imports  will  no  longer  exist,  but  that 
of  payments  will :  the  exchange  will  be  at  par,  the  two  debts  will 
be  set  off  against  one  another,  and  the  tribute  or  remittance  will 
be  virtually  paid  in  goods."* 

But  in  the  case  of  this  increase  of  the  tribute  from 
India  to  England,  the  primary  supposition  of  Mr.  Mill 
does  not  hold.  The  exchanges  were  not  before  in 
what  he  calls  "equilibrium," — that  is,  one  which  did 
not  admit  of  a  transmission  either  way  of  the  pre- 
cious metals ;  there  was  a  constant  export  of  silver 
from  England  to  India,  a  sum  of  money  constantly 
paid  by  the  dominant  to  the  dependent  country  :  and 
in  such  case  the  effect  of  an  increase  of  the  sum  due 
from  the  dependency  almost  always  at  first  is,  and 
perhaps  may  permanently  continue  to  be,  a  diminution 
of  the  cash  which  the  superior  country  has  to  trans- 
mit. This  is  one  effectual  mode  of  rectifying  the 
balance  :  it  is  the  simplest,  it  is  always  the  first  taken  ; 
and  it  has  been  so  here.  From  a  most  careful  and 
valuable  examination  in  the  Committee's  report,  it 
appears  that- 

Between  1868-9  and  1871-2,  the  annual 

average  export  of  silver  to  India  from  £ 

England  was 10,000,000 

Ditto  ditto  1872-3  and  1875-6,     .     .  4,100,000 

Diminution, 5,900,000 

But  on  the  other  hand,  the  increase  in  the  "tribute 
money,"  as  we  call  it,  or  the  government  drafts,  is  — 
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Between  1872-3  and  1875-6,  the  average          £ 
of  government  bills  on  India  was     .     .  12,600,000 
Ditto  ditto  1868-9,  and  1871-2,     .     7,400,000 

Increase, 5,200,000 

And  the  diminution  in  the  demand  for  silver  thus 
caused  has  been  weighing  on  the  silver  market, 
making  it  constantly  sensitive,  and  tending  more  and 
more  to  reduce  the  price. 

These,  with  some  minor  ones  on  which  we  cannot 
dwell,  are  the  causes  why  the  silver  discoveries  now 
have  produced  so  much  more  sudden  an  effect  on 
the  bullion  market  —  that  is,  on  the  relative  value  of 
silver  to  gold — than  the  gold  discoveries  did  on  the 
relation  of  gold  to  silver  five-and-twenty  years  ago  ; 
and  surprising  as  that  difference  is,  they  are  fully 
sufficient  to  account  for  it. 

As  to  the  discoveries  themselves,  the  Committee 
speak  with  much  caution.  They  very  properly  ab- 
stained from  calling  evidence  from  persons  connected 
with  the  mines,  as  otherwise  their  report  might  have 
been  made  a  "  puffing  machine,"  to  raise  the  price  of 
the  shares  in  particular  companies  ;  they  rely  on  the 
official  documents  which  the  American  government 
issued, — the  contents  of  which  we  have,  we  believe, 
laid  before  our  readers  from  time  to  time. 

They  estimate  the  total  yield  of  the  United  States :  — 

£ 
Average  annual  yield  from  1864  to  1867,     .     2,300,000 

Yield  in  1872, 5,750,000 

"       1874, 6,400,000 

"       1875  (perhaps), 6,400,000 

"       1876,        "          9,000,000 

These  figures  are  not  very  large,  and  would  come 
to  very  little  when  distributed  over  all  the  countries 
of  the  world  which  use  silver  as  their  standard  of 
value ;  and  in  comparison  with  gold  the  effect  is 
less,  because  the  yield  of  gold  from  the  new  mines 
is  itself  very  large.  "Mr.  Whitehill,  the  State  Min- 
eralogist "  for  the  State  of  Nevada,  the  Committee  tells 
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us,  "states  that  '  During  the  past  two  years  (1873 
and  1874)  this  mine  has  yielded  bullion  to  the  value 
of  $5,000,000,  the  principal  of  it  since  last  June.  The 
yield  for  September  was  $562,000,  and  for  October 
$610,000.  The  daily  yield  of  the  ore  is  about  400 
tons  ;  about  44  per  cent,  of  the  value  of  the  bullion 
is  gold." 

If  in  the  end  the  supply  of  gold  from  these  mines 
is  increased  on  a  sudden  nearly  equally  with  that 
of  silver,  the  ultimate  effects  will  not  be  at  all  like 
that  which  the  recent  state  of  prices  has  shown. 

Now,  from  full  information,  we  see  the  nature  of 
the  evil  from  which  we  are  suffering.  We  are  not 
suffering  from  a  depreciation  of  silver  as  against 
commodities  in  the  countries  where  silver  is  the 
standard  [of]  value ;  for  there  is  no  supply  sufficient 
to  produce  such  a  depreciation,  nor  time  if  there  had 
been  such  a  supply  to  diffuse  it,  and  there  is  no  such 
depreciation  in  fact.  We  are  not  suffering  from  a 
depreciation  of  silver  as  against  gold  caused  by  a 
sudden  excess  in  the  supply  of  silver  ;  for  the  new 
supplies  of  silver  have  been  only  moderate,  and  none 
of  them  have  come  here.  We  are  not  suffering 
from  a  depreciation  of  silver  as  against  gold  caused 
by  a  diminution  in  the  cost  of  production  of  silver; 
for  there  has  been  no  time,  or  anything  approaching 
to  time,  to  say  what  the  ultimate  cost  of  production 
will  be.  No  doubt  certain  mines  of  singular  fertility 
have  been  discovered  :  but  it  is  not  silver  produced 
in  the  best  mine  which  determines  the  price  of  silver 
as  a  whole,  any  more  than  it  is  the  corn  grown  on 
the*  best  land  which  determines  the  price  of  corn  as 
a  whole ;  that  which  does  determine  it  is,  the  cost 
of  production  in  the  worst  mine  which  can  maintain 
itself  in  working.  The  producer  in  the  least  favor- 
able circumstances  always  fixes  the  price;  those  in 
better  circumstances  take  that  price,  and  get  an  extra 
profit.  And  what  that  mine  will  be  in  the  case  of 
silver  we  cannot  as  yet  tell ;  the  experience  of  years 
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alone  can  determine  it.  All  that  we  can  now  safely 
say  is,  that  judging  from  all  past  similar  events  it 
will  not  be  any  of  the  new  mines  now  discovered,  or 
any  of  fertility  approaching  to  theirs,  but  some  other 
far  down  in  the  scale ;  some  one  which  has  been  in 
some  degree  better  than  some  others  till  now,  and 
therefore  will  be  able  to  maintain  itself  when  those 
others  are  obliged  to  desist  from  working. 

What  we  are  suffering  from  is,  the  apprehension 
of  increased  production  of  silver  suddenly  superven- 
ing on  a  market  previously  perturbed,  upon  which 
one  government  had  forced  an  extra  supply,  from 
which  a  union  of  other  governments  had  refused 
to  take  as  usual  any  supply,  and  in  which  another 
government,  by  an  increase  of  the  tribute  it  requires 
from  a  silver-importing  country,  has  temporarily  if 
not  permanently  lessened  the  demand. 

This  explanation  of  the  real  malady  at  once,  dis- 
poses of  a  crowd  of  unreal  remedies.  No  competent 
person  can  propose  a  demonetization  of  silver  in 
India,  and  a  substitution  of  gold  for  it,  just  at  a 
moment  when  the  price  of  silver  has  been  thrust 
down  by  so  strong  an  apprehension  caused  by  such 
peculiar  circumstances.  It  would  be  to  require  the 
Indian  government  to  buy  the  largest  amount  of  gold 
ever  bought  in  the  dearest  market  for  gold,  and  to 
dispose  of  the  largest  amount  of  silver  in  the  cheapest 
market  for  silver,  which  ever  existed.  The  present 
financial  position  of  the  Indian  government  is  no 
doubt  impaired  by  this  sudden  depreciation  of  the 
metal  in  which  it  receives  its  revenue  :  but  the  rem- 
edy for  a  minor  deficit  would  bring  in,  in  lieu  of  it, 
a  deficit  of  the  first  magnitude ;  it  would  be  nothing 
else  but  financial  ruin. 

Again,  no  one  would  propose  to  arrest  coining 
silver  in  the  East  as  a  remedy  for  such  a  state  of 
things ;  for  this  would  only  disorder  the  silver  market 
still  further.  It  would  add  a  new  political  difficulty 
to  those  previous  political  difficulties  which  have 
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caused  so  much  disturbance,  and  so  make  the  exist- 
ing confusion  far  worse  than  before. 

Nor  can  it  be  maintained  that  the  Indian  govern- 
ment should  now  require  the  ryot,  whose  rent  has 
been  formerly  fixed  in  silver,  to  pay  either  in  gold 
itself,  or  in  so  much  more  silver  as  would  purchase 
the  same  quantity  of  gold  as  that  fixed  rent  would 
have  purchased  when  the  settlement  was  made.  If 
silver  in  India  had  become  depreciated  as  against 
commodities  in  general,  it  might  have  been  possible 
to  say  to  the  ryot,  "You  are  selling  your  commodi- 
ties for  more  silver,  and  therefore  it  is  not  unfair  to 
ask  you  to  pay  us  —  the  government  —  a  proportion- 
ate amount  more."  Even  then  the  ryot  would  have 
been  probably  discontented;  he  would  have  said,  "If 
prices  had  gone  down  the  government  would  never 
have  let  me  oft0,  and  it  is  not  fair  that  they  should 
take  the  benefit  of  good  times  when  they  leave  me 
the  misfortune  of  hard  times."  Still,  in  this  case,  if 
the  depreciation  of  silver  had  been  against  commod- 
ities in  general,  it  would  have  been  perhaps  substan- 
tially, though  not  intelligibly,  equitable  to  adopt  such 
a  policy ;  but  now  that  there  is  no  such  deprecia- 
tion of  silver  as  compared  with  commodities,  such  a 
scheme  is  not  feasible.  The  ryot  in  India  does  not 
sell  his  produce  a  bit  dearer  than  he  did  a  year 
ago ;  his  income,  as  yet,  is  just  what  it  was,  and 
it  must  be  so  till  a  vast  amount  of  silver  has  gone 
to  India  to  raise  the  prices  of  daily  life.  Clearly, 
therefore,  he  must  not  be  additionally  taxed  because 
the  silver  market  is  apprehensive,  and  because  cer- 
tain governments  (the  Indian  government  being  one 
of  them)  have  perturbed  it. 

The  real  remedy,  as  we  have  shown  several  times, 
is,  to  leave  the  great  natural  forces  of  trade  to  oper- 
ate unrestricted.  The  true  remedy  for  an  enfeebled 
market  is  an  access  of  demand ;  and  in  this  case 
the  laws  of  commerce,  if  not  suspended  or  crippled 
by  state  interference,  will  produce  that  demand.  The 
necessary  effect  of  a  depreciation  of  silver  as  against 
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gold  is,  to  give  a  bounty  on  exports  from  India  and 
the  other  silver-using  countries  to  England.  An  Eng- 
lish merchant  can  now  buy  many  more  rupees  than 
he  formerly  could  with  the  same  number  of  sovereigns, 
and  therefore  he  can  import  from  India,  though  prices 
at  Calcutta  are  not  at  a  level  at  which  it  would  have 
paid  him  to  operate  if  he  had  not  had  that  novel 
facility  in  getting  rupees  ;  similarly,  shippers  to  India 
cannot  afford  to  sell  at  the  same  price  in  rupees 
which  they  could  have  formerly,  for  they  will  lose  in 
bringing  those  rupees  home  :  and  the  combined  effect 
of  this  bounty  on  exports  from  India  and  of  this 
fine  on  imports  into  India  must  sooner  or  later  be 
an  unfavorable  balance  of  trade,  and  a  consequent 
flow  of  silver  to  the  East.  A  new  demand  of  great 
magnitude  will  eventually  relieve  the  silver  market, 
if  we  only  leave  it  alone. 

It  has  been  objected  that  as  yet  this  process  has 
not  begun.  But  in  this  complexly  organized  world, 
it  is  never  safe  to  reason  that  a  force,  even  of  great 
magnitude,  does  not  exist  because  its  effect  may  be 
impeded.  No  doubt,  as  the  first  table  we  print  at 
the  end  of  this  article  shows,  the  exports  from  India 
to  this  country  have  in  many  instances  not  increased, 
though  in  some  they  have  ;  but  then  table  No.  2 
shows  why,  —  the  prices  of  those  articles  in  England 
have  gone  down,  and  therefore,  though  there  might 
be  a  gain  in  comparison  with  last  year  on  the  ex- 
change, there  might  be  a  loss  as  compared  with  last 
year  on  the  whole  transaction.  As  to  the  diminution 
of  profitableness  of  shipments  to  India  from  hence, 
there  is  unhappily  no  doubt.  Every  trade  circular 
dealing  with  the  East  records  —  every  Chamber  of 
Commerce  in  cities  interested  in  the  East  resounds 
with  complaints  —  that  it  is  so.  Sooner  or  later  this 
must  cause  a  large  diminution  in  that  branch ;  a 
diminution,  no  doubt,  universally  to  be  much  re- 
gretted, but  nevertheless  an  evil  necessary  to  be 
endured,  because  it  is  part  of  the  appropriate  rem- 
edy at  the  present  time.  We  have  spoken  of  India 
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because  that  is  the  silver-using  country  which  conies 
most  easily  to  an  Englishman's  mouth ;  but  the  same 
thing  is  true  of  China,  of  the  whole  East,  and  of 
every  .other  part  of  the  world.  To  them  all,  there 
must  ere  long  be  an  export  of  silver.  In  a  time 
when  the  speculative  part  of  the  business  world  were 
eager  and  animated,  this  would  have  happened  long 
ere  this  ;  but  even  the  present  indisposition  to  begin 
new  things,  and  the  recent  ruin  of  so  many  of  those 
who  were  most  disposed  to  do  so,  cannot  long  delay  it. 
At  what  price  silver  will  settle  down,  nothing 
but  experience  can  determine  :  but  the  two  cardinal 
points  in  the  matter  are,  first,  that  that  price  will  be 
determined  by  the  cost  in  the  least  good  mine  which 
pays  to  keep  at  work ;  secondly,  that  the  extra 
demand  for  silver  to  countries  where  it  is  the 
standard  money  will  require  a  very  large  sum,  if 
the  value  of  silver  as  against  commodities  is  to  be 
depreciated  in  all  of  them,  because  the  efficiency  of 
a  metal  as  money  depends  on  it,  —  by  whatever  per- 
centage you  depreciate  it,  you  make  it  necessary  by 
that  very  percentage,  cceteris  paribus,  to  have  more 
of  it.  And  as  the  quantity  of  silver  now  circulating 
is  immense,  even  a  small  percentage  on  it  comes  to 
a  good  sum ;  so  that  ultimately  mines  of  far  inferior 
grade  to  those  now  so  much  talked  of  will  continue 
to  be  worked,  will  settle  the  value  of  silver,  regu- 
late its  price,  and  in  all  likelihood  prevent  any  such 
depreciation  of  it  as  the  peculiar  perturbations  of  the 
present  moment  have  led  many  to  apprehend. 

TABLE    OF   PRINCIPAL   ARTICLES   IMPORTED   INTO    THE    UNITED   KINGDOM 
FROM  BRITISH  INDIA. 

First  Half- Year. 

1876.  1875.  Increase.  Decrease. 

Wheat cwts.,  1,166, 000  119,000    .     .     .1,047,000. 


Cotton, "      1,152,000 

Hemp, "  29,000 

Hides,  dry,  ....  "  187,000 
Seed,  flax  and  linseed,  "  603,000 
Silk,  raw,  ....  Ibs.  89,000 
Sugar,  unrefined,  .  cwts.,  47,000 


1,617,000 465,000 

57,000 28,000 

218,000 31,000 

205,000  .    .     .    398,000  .... 

244.000 155,000 

205,000 158,000 


Tea, Ibs.,  9,903,000  .    .  10,708,000 805,000 

Wool,  sheep,  and  lambs,  "  13,117,000.    .  10,194,000    .    .    .2,923,000  . 
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AVERAGE  PRICES  OF  IMPORTS  FROM  BRITISH  INDIA. 
First  Half- Year. 


Wheat,    .    .    . 
Cotton,   .    .    . 
Hemp,     .    .    . 
Hides,  dry, 
Seed,  flax  and  linv 
Tea 

1876. 
£    s.  d. 
per  cwt.      0  10    0 
"            296 
0  19    5 
3  15    0 
seed,  per  qr.    293 
per  Ib    0    1    8i 

1875. 
£  a.    d. 
095.. 
2  15    0 

Increase. 
s.  d. 
..07 

Decrease. 
s.  d. 

5    9 

119 

2    4 

3  19    9 

4    9 

2  14    3 

5   0 

0   1  94 

0  Of 

Wool, 

"       0    0    9f 

o  o  10!  . 

,     004 

VIII. 

THE  PROPOSAL   OF  THE  BENGAL    CHAMBER    OF    COMMERCE 
TO  SUSPEND   THE   COINAGE   OF   SILVER  IN  INDIA. 

[From  the  Economist  of  Aug.  5,  1876.] 

THE  Chamber  of  Commerce  of  Bengal  have  resolved 
"  that  it  is  expedient  for  the  government  to  suspend 
clause  19  of  Act  23  of  1870,  which  makes  it  obliga- 
tory on  the  Indian  Mint  to  receive  all  silver  ten- 
dered for  coinage;"  as  also  "section  1  of  clause  11 
of  Act  3  of  1871,  which-  makes  it  obligatory  on  the 
Currency  Department  to  issue  notes  against  silver 
bullion  sent  in,  and  that  during  such  suspension  it 
be  unlawful  to  import  coined  rupees."  The  weight 
of  the  authority  of  that  Chamber  has  therefore  been 
given  to  the  proposal  to  suspend  the  coinage  of  sil- 
ver, and  thus  to  maintain  the  value  of  the  rupee  by 
diminishing  the  numbers  of  it  in  circulation,  although 
the  silver  out  of  which  it  is  made  is  falling  in  value. 
The  effect  of  this  plan  would  be,  as  is  obvious,  to 
hold  out  the  greatest  stimulus  to  private  coinage 
which  has  ever  been  given  in  the  world.  The  basis 
of  the  whole  proceeding  is,  that  the  silver  as  a  metal 
is  likely  to  fall  much  and  rapidly  in  value,  in  con- 
sequence of  the  new  mines  in  America  ;  but  if  this 
is  so,  the  Americans  will  not  lose  the  Indian  mar- 
ket if  they  can  help  it, —  if  the  government  will  not 
coin  these  rupees  they  will  do  it  for  themselves,  and 
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no  law  will  be  able  to  keep  what  they  coin  out  of 
India. 

We  have  also  proved  that  this  plan  would  have 
the  necessary  effect  of  suspending  the  natural  cure 
for  the  present  evil.  The  silver  market  is  now  dis- 
organized, not  by  a  great  supply  but  by  an  excessive 
apprehension  ;  and  the  proper  cure  for  such  a  mar- 
ket (and  it  is  often  a  rapid  one)  is  a  brisk  demand. 
Now,  the  nature  of  the  present  fall  in  the  exchange 
value  of  the  rupee  is,  as  has  been  at  length  ex- 
plained, to  give  a  bounty  on  exports  from  India,  to 
give  a  discouragement  to  imports  into  India,  and  thus 
to  create  a  balance  of  trade  favorable  to  India,  and 
a  flow  of  silver  thither.  As  there  is  no  excess  of 
supply  in  the  silver  market,  the  demand  thus  created 
will  greatly  sustain  its  value. 

But  there  are  other  objections  than  these  to  the 
plan,  which,  as  they  arise  from  its  bad  effect  on 
Indian  trade,  should  have  prevented  the  Bengal 
Chamber  of  Commerce  from  recommending  it.  A  me- 
tallic currency  of  which  the  quantity  is  artificially 
regulated,  of  which  whoever  likes  cannot  get  as 
much  coined  as  he  wishes,  is  as  much  a  currency  of 
fictitious  value  as  a  currency  of  inconvertible  paper ; 
and  a  nation  which  takes  it  is  exposed  to  the  same 
evil.  A  rupee  "  limited "--  that  is  to  say,  a  rupee  of 
which  the  numbers  could  not  by  law  be  augmented — 
would  do  in  India  much  what  the  greenback  has 
done  in  America ;  it  would  be  an  appreciated  arti- 
ficial currency  instead  of  a  depreciated  artificial  one, 
but  it  would  be  an  obstacle  to  commerce,  and  would 
tend  to  isolate  the  country  exactly  in  the  same  way. 

In  dealing  with  America  now,  as  we  need  not 
explain,  there  are  two  problems  for  the  English  ex- 
porter :  he  has  to  consider  for  how  many  greenbacks 
he  can  sell  his  article,  and  then  how  much  "  sterling 
exchange"  he  can  buy  with  those  greenbacks.  In 
dealing  with  a  country  which  has  a  metallic  cur- 
rency, there  is  always  a  limit  to  the  fluctuations  of 
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exchange;  the  premium  on  bills  can  never  rise  be- 
yond "the  specie  point," — the  point  at  which  it  will 
pay  to  export  gold  or  silver,  as  the  case  may  be :  but 
in  the  case  of  a  fictitious  currency  there  is  no  such 
final  point,  for  that  currency  cannot  be  exported,  — 
the  premium  on  bills  may  rise  to  any  height,  as  the 
depreciated  paper  is  more  and  more  multiplied.  Upon 
an  average,  any  extra-high  paper  price  for  his  article 
obtained  in  America  by  the  English  merchant  will  be 
compensated  by  an  equal  loss  on  turning  the  paper 
into  sterling;  when  other  things  rise  in  paper  price, 
the  paper  price  of  gold  as  a  rule  will  rise  too,  and 
with  it  the  price  of  bills  on  London  payable  in  gold. 
But  though  this  is  the  general  tendency,  and  a  per- 
fectly sure  tendency  on  the  average,  it  is  only  so 
sure  on  the  average  ;  it  may  fail  in  a  particular  case, 
and  very  often  does.  During  the  Civil  War,  and  at 
other  times  when  gold  has  been  an  article  of  great 
speculation,  the  fluctuations  in  the  premium  on  it 
have  been  very  violent ;  and  there  were  no  corre- 
sponding fluctuations  in  commodities,  because  there 
was  no  similar  speculation  in  them.  At  other  times 
there  might  be  speculation  in  commodities  not  shared 
by  gold  or  bills.  And  thus  the  whole  trade  is  con- 
fused :  the  profit  is  uncertain,  because  it  depends  in 
the  long  run  on  the  counterbalancing  effect  of  two 
bargains,  and  very  often  the  two  do  not  counter- 
balance. 

All  persons  engaged  in  the  American  trade  are 
most  anxious  to  get  rid  of  this  impediment  :  but  the 
effect  of  the  scheme  of  the  Bengal  Chamber  would  be 
to  introduce  into  the  Indian  trade  a  similar  impedi- 
ment,—  only,  so  to  speak,  with  the  other  side  turned 
up ;  prices  in  India  would  fall,  not  rise,  in  conse- 
quence of  the  non-coinage  of  the  rupee.  We  must 
remember  that  the  currency  of  a  stationary  country 
requires  constant  renewal,  and  that  of  a  progressive 
country  requires  constant  increase  ;  and  therefore,  if 
you  keep  the  quantity  fixed,  prices  are  sure  to  fall. 
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And  as  the  rupee  cannot  be  imported,  there  is  no 
check  on  this  fall.  Smuggling  rupees  apart,  the  de- 
cline will  continue  so  long  as  the  fixity  in  quantity 
of  the  rupee  is  maintained,  and  it  will  be  quicker  or 
slower  in  proportion  as  the  increase  of  the  country 
is  so. 

No  doubt  the  price  of  bills  on  England  will  in  the 
long  run  fall  too,  like  that  of  other  things  :  there 
will  be  less  money  as  a  rule  coming  to  England,  be- 
cause English  imports  into  India  have  sold  for  less ; 
but  there  will  be  no  reliance  on  this  being  so  in  any 
particular  case, — the  trade  will  be  in  confusion.  As 
long  as  silver  can  pass  as  money  between  the  two 
countries,  there  is  a  limit  to  fluctuation  in  exchange  ; 
but  the  moment  you  limit  the  coinage  of  the  rupee, 
you  prevent  that  passage.  Silver,  if  the  Bengal 
Chamber  have  their  way,  will  be  quoted  with  inces- 
sant fluctuations  in  Calcutta,  just  as  gold  is  in  New 
York ;  and  its  price  and  that  of  bills  payable  in  it 
will  be  as  much  liable  to  the  influence  of  speculation. 

Though  on  the  whole  this  appreciation  of  the  coin 
rupee  would  probably  be  better  than  the  depreciation 
of  the  greenback,  its  first  effects  would  be  more  pain- 
ful. The  fall  in  prices  would  make  people  think  that 
they  were  getting  poorer ;  whereas  in  the  opposite 
case,  the  rise  makes  them  imagine  they  are  getting 
richer.  And  the  "contraction,"  as  Americans  call  it, 
would  raise  the  rate  of  interest  :  there  would  be  less 
money  to  lend,  just  as  in  the  case  of  depreciation 
there  is  more  money  to  lend, —  again  a  painful  effect 
instead  of  a  pleasant.  Both  are  temporary ;  the 
change  of  prices  makes  the  desire  of  persons  to 
borrow  less  in  the  one  case  or  more  in  the  other,  and 
that  change  likewise  makes  their  power  of  borrow- 

Iing  less  or  greater,  because  the  value  of  securities 
lecreases  or  increases.  Still,  for  the  time,  the  first 
3ffect  of  an  appreciation  is  not  pleasant;  and  nei- 
ther the  Indian  nor  any  other  mercantile  community 
which  has  been  exposed  to  it  has  ever  liked  it. 
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And  then,  what  is  to  be  the  end  ?  Either  the  de- 
preciation of  silver  depends  on  passing  causes,  and 
then  this  appreciation  is  needless, —  it  would  be  bet- 
ter not  to  disturb  the  ordinary  course  of  trade  :  or  on 
the  other  hand,  the  depreciation  of  silver  is  more  or 
less  to  be  permanent,  and  then  this  appreciation  of 
the  rupee  is  mischievous  ;  it  will  cause  a  motion  of 
prices  in  the  wrong  direction  to  the  natural  one ;  it 
will  cause  prices  to  fall  just  when,  from  the  legiti- 
mate effect  of  circumstances,  they  should  rise.  And 
this  wrong  movement  will  have  to  be  corrected,  this 
artificial  rise  will  have  to  be  undone ;  and  so,  in 
addition  to  the  inevitable  fall  of  the  value  of  the 
rupee  with  that  of  silver,  there  will  be  a  needless 
fall  of  the  rupee  to  that  of  silver. 

An  idea  seems  indistinctly  to  float  in  many 
minds  that  in  this  way  an  opportunity  will  be  ob- 
tained for  introducing  gold.  But  how  will  it  be 
gained  ?  The  difficulty  of  introducing  gold  in  place 
of  silver  is,  that  you  must  demonetize  silver  and 
give  gold  in  place  of  it ;  but  the  silver  is  so  great  in 
amount  that  the  Indian  government  could  hardly  get 
gold  to  replace  it,  and  could  never  afford  the  cost  of 
the  change.  No  doubt  there  would  be  fewer  rupees 
in  circulation  the  longer  the  coinage  was  suspended  ; 
but  then  each  of  these  rupees  would  be  of  higher 
value  as  coin  than  as  silver,  and  when  it  came  after 
the  demonetization  to  be  sold  as  silver,  there  would 
be  so  much  extra  loss. 

It  is  asked,  too,  Why  should  not  we  do  in  India  as 
the  Latin  Union  do  in  Europe  ;  why  should  we  not 
assume  their  "expectant  attitude"?  But  the  cases 
are  not  similar.  In  India,  silver  is  practically  the 
only  legal  tender  ;  in  France  and  Italy  it  is  one  of 
three,  and  in  the  rest  of  the  Latin  Union  one  of  two. 
The  main  currency  in  the  first  two  countries,  which 
are  by  far  the  greater  and  richer  part  of  the  Latin 
Union,  is  inconvertible  paper,  which  is  now  really 
the  standard,  and  not  metal  at  all ;  and  in  the  other 
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countries  gold  circulates  as  well  as  silver :  so  that 
practically,  silver  is  only  a  subordinate  currency  in 
the  Latin  Union,  taking  it  as  a  whole,  and  therefore 
the  limitation  of  its  quantity  does  not  cause  prices  to 
fall,  for  prices  are  not  measured  in  it.  The  scale  is 
so  much  smaller,  too,  that  false  coining  has  not  yet 
operated,  any  more  than  it  does  in  our  own  token 
coinage.  And  the  whole  position  is  different.  The 
Latin  Union  was  a  group  of  double-standard  coun- 
tries largely  using  gold ;  and  the  question  for  them 
is,  whether  they  will  give  up  their  gold  and  become 
silver  countries  exclusively, — which  would  happen 
if  they  were  to  abandon  the  limitation  of  coinage 
while  silver  is  as  cheap  as  now, —  or  whether  they 
will  demonetize  silver  and  use  gold  as  a  standard 
only.  This  would  be  troublesome  and  costly,  but  still 
it  could  be  done.  But  India  has  no  problem  to  con- 
sider :  she  is  irrevocably  committed  to  a  sole  silver 
currency  ;  and  therefore  a  similar  attitude  would  in 
her  case,  besides  being  mischievous,  have  no  meaning. 
The  true  remedy,  as  we  have  often  shown,  is  not 
to  impede  silver's  going  to  India,  but  to  permit  the 
laws  of  trade  to  diffuse  silver  through  India  and 
through  the  world.  This  will  cause  an  immense  de- 
mand for  silver,  for  the  countries  where  it  is  the 
only  currency  are  still  vast  and  numerous. 


IX. 

THE  DEBATE  ON  THE  INDIAN  BUDGET. 

[From  the  Economist  of  Aug.  12,  1876.] 

THE  whole  interest  of  the  debate  on  the  Indian 
Budget  centered  in  the  discussion  on  the  value  of 
silver.  Independently  of  this,  the  finances  of  India 
were  in  a  fairly  good  position ;  as  compared  with 
that  of  most  governments  in  the  world,  a  very  good 
one.  It  is  true  that  if  you  include  the  amount 
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expended  on  reproductive  works,  there  is  a  deficit  of 
about  two  millions  last  year,  and  that  there  always 
is  a  large  one ;  but  then,  few  other  governments 
make  any  similar  expenditure  and  treat  it  in  the 
Budget  as  the  Indian  government  does.  And  for 
many  purposes  this  way  of  spending  money  must  be 
separated  from  others :  it  is  at  least  meant  to  be  an 
investment,  which  no  other  kind  of  government  ex- 
penditure is  ;  and  you  have  to  discuss  in  relation  to 
it,  commercial  questions  of  profit  and  loss,  with  which 
in  the  accounts  of  governments  you  have  ordinarily 
nothing  to  do.  With  these  we  need  not  now  meddle ; 
those  who  at  this  moment  care  most  for  the  matter 
care  for  it  in  relation  to  the  depreciation  of  silver, 
and  to  nothing  else. 

Lord  George  Hamilton  estimated  the  loss  by  ex- 
change at  £2,312,000  for  the  year  1876-7,  but  he  did 
not  expect  a  deficit  as  against  the  ordinary  expend- 
iture in  consequence.  On  the  contrary,  he  reckoned  — 

£ 

Revenue, 50,480,000 

Ordinary  expenditure, 50,336,000 

Surplus, .          144,000 

a  result  which  he  said  was  very  good,  and  which 
no  doubt  is  so  if  (which  we  do  not  now  deny)  the 
extraordinary  expenditure  is  good  and  proper. 

This  loss  on  exchange  arises,  as  the  report  of  Mr. 
Goschen's  Committee  showed,  in  two  ways  ;  first,  from 
the  depreciation  of  silver ;  and  next,  from  the  in- 
crease of  the  Council  drafts, —  of  what  may  be  called 
the  "tribute"  from  India.  As  to  the  first,  Lord 
George  explained  very  clearly  that  the  Government 
had  no  intention  of  touching  now  any  of  the  reme- 
dies which  have  been  proposed, —  either  the  suspension 
of  silver  coinage,  or  the  introduction  of  a  gold  one, 
or  an  adjustment  of  the  land  revenue.  And  he  as- 
signed what  seem  to  us  to  be  excellent  reasons  for  so 
doing ;  which  we  need  not,  however,  give  at  length, 
as  we  have  at  various  times  placed  them  before  our 
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readers.  He  said,  too,  —  what  is  well  known,  but 
what  it  is  nevertheless  desirable  to  have  confirmed 
by  official  authority, —  that  the  natural  remedies  were 
operating ;  that  the  price  of  Indian  commodities  meas- 
ured in  silver  had  not  risen,  and  that  in  consequence 
a  great  encouragement  had  been  given  to  the  exports 
from  India,  which  would  cause  a  demand  for  silver 
here,  and  would  relieve  the  market.  And  we  may 
now  expect  that  this  process  will  go  on  more  rapidly 
than  before  :  one  great  cause  of  hesitation  has  been 
the  fear  that  Government  might  "  do  something," 
—  something  that  might  be  anything,  and  which 
would  derange  the  usual  course  of  business  ;  but 
now  that  the  wise  policy  of  the  Government  has  been 
announced,  there  will  no  longer  be  any  such  fear  of 
disturbance. 

Mr.  Goschen  added  on  this  point  the  weight  of 
his  authority  —  especially  great,  as  having  recently 
elaborately  investigated  the  whole  subject  as  chair- 
man of  the  late  Committee  —  to  that  of  the  Govern- 
ment. He  showed  at  length  that  none  of  the  plans 
which  had  been  proposed  were  at  present  at  all  fit 
for  adoption ;  and  he  said  especially  that  he  had 
seen  statistics  which  seemed  to  show  that  prices 
had  not  risen  in  India,  which  all  other  information 
confirms.  And  even  without  statistics,  common-sense 
would  show  that  such  is  likely  to  have  been  the 
case :  a  great  rise  in  the  price  of  all  commodities 
through  a  country  using  a  metallic  currency  only 
requires  a  great  increase  in  that  currency  to  carry 
it  on.  But  no  such  amounts  of  silver  have  gone  to 
India,  or  anything  like  them,  as  the  following  figures 
show  :  — 

IMPORTS  OF  SILVER  INTO  INDIA. 

Net  Imports  (after  deducting  Exports). 

£ 
In  1866-67, 6,960,000 

1867-68, 5,590,000 

1868-69, 8,600,900 
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In  1869-70, 7,320,000 

1870-71, 940,000 

1871-72, 6,515,000 

1872-73,  705,000 

1873-74, 2,450,000 

1874-75, 4,640,000 

And  in  the  year  just  concluded,  i.  e.,  1875-76,  1,555,000 

And  therefore  silver  prices  cannot  have  risen,  for 
there  has  been  no  silver  to  raise  with  them.  The  in- 
disposition to  admit  this  arises  from  not  understand- 
ing the  distinction  between  the  depreciation  of  silver, 
which  we  elsewhere  explain,*  as  against  gold  in  a 
market  where  it  is  not  a  money,  and  its  depreciation 
as  against  commodities  in  a  market  where  it  is  a 
money  ;  when  this  distinction  is  clearly  seen,  there  is 
no  longer  any  difficulty  in  this  part  of  the  subject. 

As  to  the  second  element  in  the  loss  by  exchange, 
—  the  "tribute,"  as  it  may  be  called, — the  Government 
stand  in  a  very  different  position.  They  are  bound 
to  do  something  here,  for  they  have  to  bring  home 
their  money  from  India ;  but  they  are  not  bound 
to  bring  it  home  except  in  the  way  in  which  they 
lose  the  least,  —  or  rather,  they  are  bound  to  bring 
it  home  in  that  way.  There  could  be  no  objection 
at  times  to  their  lending  money  in  India  and  bor- 
rowing it  at  home  at  the  same  moment,  if  the  time 
did  not  appear  favorable  for  bringing  it  home  ;  and 
they  can  choose  any  mode  of  remittance  they  think 
best, — it  is  merely  a  matter  of  business,  like  the  re- 
mittance of  any  other  money  :  and  this  Lord  George 
Hamilton  very  well  explained.  Of  course,  however, 
the  finance  policy  of  the  Government  should  be  cal- 
culable, and  the  amounts  for  which  it  is  going  to 
draw  on  India  should  be  made  known  some  time  in 
advance ;  as  otherwise  they  will  make  business  un- 
certain, and  so  diminish  it. 


*  See  Chap.  x. 


DEPRECIATION  OF  SILVER.  577 


X. 

THE  DIFFERENT  EFFECT  ON  TRADE  OF  A  CHEAPENING 
OF  THE  PRECIOUS  METALS,  AND  OF  A  DEPRECIA- 
TION OF  INCONVERTIBLE  PAPER. 

[From  the  Economist  of  Aug.  12,  1876.] 

WE  showed  last  week  that  neither  the  depreciation 
of  an  inconvertible  paper  nor  the  appreciation  of  an 
artificially  limited  coin  produces  as  a  rule  any  effect 
on  trade.  What  an  English  exporter  to  America 
gains  on  the  one  hand,  in  the  additional  price  for  his 
goods  consequent  on  the  depreciation  of  greenbacks,  he 
loses  on  the  other  by  the  additional  price  which  he 
has  to  pay  for  gold,  or  a  bill  payable  in  gold,  which 
he  requires  to  bring  that  price  to  England.  Green- 
backs are  of  no  use  here,  and  their  depreciation  upon 
an  average,  though  by  no  means  always  in  every 
particular  case,  affects  the  prices  equally  of  all  things ; 
it  is  a  local  depreciation,  beginning  in  a  particular 
country,  affecting  alike  all  the  property  and  products 
of  that  country,  but  affecting  nothing  out  of  it. 

But  it  is  necessary  to  distinguish  this  most  care- 
fully from  a  depreciation  of  the  precious  metals  caused 
by  a  large  new  supply.  That  new  supply  is  a  new 
exportable  product,  sent  from  the  country  of  its  origin 
through  the  world,  and  thus  affects  more  or  less,  in 
proportion  to  its  magnitude,  the  world's  trade. 

Suppose,  for  simplicity,  that  silver  were  the  only 
precious  metal  in  the  world,  —  that  all  nations  used  it 
as  money,  and  that  none  of  them  used  gold  in  that 
way  at  all :  the  process  of  depreciation  by  such  new 
supplies  as  are  expected  from  Nevada  would  be 
this :  — Prices  in  Nevada  and  in  the  rest  of  the  United 
States  would  rise ;  in  consequence,  imports  into  the 
United  States  would  tend  to  increase,  exports  from 
them  would  tend  to  decrease  :  and  so,  an  unfavorable 
"balance  of  trade,"  as  the  phrase  is,  being  created, 
silver  would  be  exported ;  it  would  be  the  best  way 
VOL.  V.— 37 
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in  which  America  could  pay  for  her  imports,  and  she 
would  so  pay  for  them.  On  the  other  hand,  the 
country  from  which  those  imports  came  —  suppose  it 
was  India  —  would  receive  that  silver;  and  in  propor- 
tion as  it  received  more  and  more,  its  prices  would 
be  more  and  more  raised.  What  happened  in  conse- 
quence of  the  new  silver  in  the  country  of  its  ori- 
gin, will  again  happen  in  the  country  of  its  first 
receipt :  imports  into  that  country  will  be  stimulated, 
exports  from  it  checked,  an  unfavorable  balance  of 
trade  created,  and  silver  will  be  sent  to  the  countries 
which  it  has  to  pay.  Then  in  their  turn  these  coun- 
tries—  the  countries  of  second  receipt,  as  we  may  call 
them  —  will  undergo  all  the  same  changes.  The  de- 
preciation of  a  depreciated  paper  is  a  stationary 
depreciation,  fixed  in  the  country  which  makes  the 
paper ;  but  that  of  a  precious  metal  is  a  traveling 
depreciation,  which  passes  slowly  over  the  civilized 
world,  altering  trade  everywhere,  creating  a  new  arti- 
cle of  export  first  from  one  country  and  then  another, 
and  in  consequence  generating  a  new  trade  of  export 
to  pay  for  it  in  the  country  which  receives  it. 

The  modus  operandi  of  this  process  is  much  affected 
in  the  usual  state  of  the  world  by  there  being  two 
precious  metals  used  as  money,  —  gold  and  silver,  - 
and  also  by  gold  being  in  many  ways  the  principal 
of  the  two ;  but  though  the  detail  is  changed,  the 
principle  is  the  same.  In  a  country  which  uses  gold 
only  as  a  standard  currency,  silver  is  a  commodity 
having  its  price  only  in  gold,  just  as  silk  or  cotton ; 
that  price  goes  up  and  down  in  the  same  way,  and 
is  quoted  in  the  same  way.  And  London  is  the  prin- 
cipal center  of  the  wholesale  commerce,  and  especially 
of  the  new  wholesale  commerce,  of  the  world.  We 
buy  more  readily  than  any  other  nation,  for  we  have 
much  more  money  than  any  other  of  equal  enter- 
prise ;  and  therefore  all  great  business  requiring  new 
capital  on  a  sudden  comes  here.  Accordingly,  the 
new  silver  for  the  most  part  goes  not  straight  to 
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India  and  the  East,  where  it  is  a  money,  but  to 
England,  where  it  is  a  common  article ;  and  we  send 
it  over  the  world  and  to  the  nations  where  it  is  a 
money.  But  this  is  only  a  change  in  the  route  of 
the  depreciation  ;  it  interposes  a  sort  of  house  of  call, 
it  does  not  change  the  essence  of  the  matter. 

No  doubt  the  first  effect  has  been,  to  advertise  and 
make  far  more  obvious  than  it  would  otherwise  have 
been  the  depreciation  of  silver.  If  silver  had  been 
our  money,  as  gold  is,  we  should  scarcely  have  been 
as  yet  conscious  of  its  being  depreciated.  A  few 
millions  more  silver  (from  Germany  or  elsewhere) 
would  have  gone  into  the  Bank,  would  have  eased 
the  money  market,  and  have  tended  to  raise  prices ; 
and  we  should  have  had  to  pay  for  that  silver,  just 
as  we  pay  for  the  gold  which  does  come;  but  this 
process  would  have  been  very  gradual,  —  probably  as 
yet  nearly  unfelt.  The  ready  demand  for  silver  as  a 
currency  in  England  would  have  much  maintained 
its  value  here.  You  could  not  have  depreciated  it 
much  without  increasing  its  quantity  —  both  the  quan- 
tity in  the  Bank  and  the  quantity  in  out-of-door  cir- 
culation —  very  largely ;  but  as  silver  is  not  a  money 
except  as  a  token,  —  not  a  money  regulating  prices, 
not  a  money  [of]  which  more  and  more  is  wanted 
as  the  value  falls  more  and  more,  —  there  has  been 
no  new  English  demand  of  equal  or  comparable  size. 
Some  more  silver  may,  in  consequence  of  the  cheap- 
ness, have  been  taken  for  the  arts,  but  this  is  all. 
The  actual  supply  from  Germany  and  the  appre- 
hended supply  from  America  have  come  to  a  market 
which  other  circumstances  had  made  bare  of  demand ; 
they  generated  no  new  demand,  and  in  consequence 
there  is  a  great  fall  in  the  value  of  silver  in  England. 
The  traveling  depreciation  has  come  here  and  has 
been  intensified,  as  has  been  shown. 

This  sudden  fall  in  the  value  of  silver  in  England 
has  caused  a  corresponding  alteration  in  the  exchange 
with  the  countries  whose  money  is  silver.  As  is  well 
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known,  between  two  countries  which  use  the  same 
metal  for  money,  there  is  a  natural  and  fixed  par 
of  exchange :  a  certain  weight  of  that  metal  of  a 
certain  fineness,  in  the  currency  of  one  of  these 
countries,  will  always  exchange  for  an  equal  weight 
of  like  quality  in  the  currency  of  the  other.  But 
between  two  countries  one  [of]  which  employs  gold 
and  the  other  silver,  there  is  no  such  natural  par,  — 
the  relation  between  the  two  currencies  depends  on 
the  amount  of  the  one  metal  which  will  exchange 
for  a  given  amount  of  the  other.  When,  as  now, 
that  amount  much  varies  in  England,  there  is  an 
immediate  change  in  the  relation  of  the  English  gold 
currency  to  foreign  silver  currencies ;  because  the 
amount  of  gold  which  it  would  take  here  to  buy 
any  given  amount  of  silver,  to  export  it  and  coin  it 
into  those  silver  currencies,  varies. 

And  this  is  the  process  by  which  the  depreciation 
travels  on  another  step.  Silver  being  cheaper  here, 
more  of  it  will  be  bought  and  sent  to  the  countries 
where  silver  is  money ;  but  its  value  there  against 
commodities  will  not  fall  as  suddenly  as  it  has  here. 
We  see  that  it  would  not,  if  silver  had  been  the 
only  metal  used  as  money  in  the  world  ;  and  the  coun- 
tries where  it  is  used  are,  within  their  own  bounda- 
ries, in  the  same  position.  The  more  silver  falls  in 
purchasing  power,  the  more  of  it  will  be  wanted  to 
purchase  commodities ;  and  the  demand  for  it,  there- 
fore, will  increase  incessantly  where  the  supply  is 
augmented.  The  silver  prices  of  commodities  will 
be  slowly  raised  everywhere  where  silver  is  money, 
and  a  great  deal  of  it  will  be  required  in  the  process, 
and  the  course  of  trade  will  be  changed  :  the  silver 
countries  must  find  exports  to  pay  for  this  new 
article,  silver,  which  is  coming  in  upon  them. 

We  must  therefore  carefully  distinguish  two  things 
which  are  often  confounded  in  discussing  this  subject. 

First,  we  must  see  that  a  depreciation  of  a  metal 
used  as  money,  whether  silver  or  gold,  is  utterly 
different  in  its  effects  from  those  of  a  depreciation  of 
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a  currency  of  paper;  for  it  creates  an  international 
trade,  and  that  of  paper  a  local  one  only. 

Secondly,  we  must  see  that  the  depreciation  of 
silver  in  London,  where  it  is  only  a  commodity, 
is  a  wholly  different  thing  from  its  depreciation  in 
countries  where  it  is  a  money.  The  first,  as  we 
have  seen,  is  very  rapid,  but  the  second  is  very  slow 
indeed ;  and  the  second  will  counteract  the  effect  of 
the  first,  as  it  is  now  daily  doing,  and  will  tend  to 
raise  the  value  of  silver  in  London  —  in  the  entrepot 
where  the  market  is  so  sensitive, — by  distributing  it 
over  vast  regions  where  much  more  will  be  wanted 
if  the  value  falls  comparatively  but  a  little. 

Thirdly,  we  must  observe  that  this  process  is  not 
at  all  bad  for  the  trade  of  England.  No  doubt  the 
fall  in  the  rate  of  exchange  is  a  disadvantage  to 
shippers  to  the  countries  where  *  money  is  silver ;  but 
then  another  class  of  exporters  will  be  benefited,  for 
we  import  that  silver  and  have  to  pay  for  it.  The 
loss  on  the  other  f  hand  will  be  counterbalanced  by  a 
gain  on  the  other. 


XI. 

THE  AMERICAN  COMMISSION  ON  THE  CURRENCY. 

[From  the  Economist  of  Sept.  21,  1876.] 

THE  last  act  of  the  Congress  was  to  appoint  a 
commission  to  consider  and  report  on  the  currency 
question  in  its  various  present  bearings  ;  that  is :  — 

"First,  into  the  change  which  has  taken  place  in  the  relative 
value  of  gold  and  silver ;  the  causes  thereof,  whether  permanent 
or  otherwise  ;  the  effects  thereof  upon  trade,  commerce,  finance, 
and  productive  interests  of  the  country,  and  upon  the  standard  of 
value  in  this  and  foreign  countries ; 

4 '  Second,  into  the  policy  of  the  restoration  of  the  double 
standard  in  this  country,  and  if  restored,  what  the  legal  relation 
between  the  two  coins,  silver  and  gold,  should  be ; 

*t Obvious  misprints  for  "whose"  and    "one."  —  ED. 
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"Third,  into  the  policy  of  continuing  legal-tender  notes  con- 
currently with  the  metallic  standards,  and  the  effects  thereof  upon 
the  labor,  industries,  and  wealth  of  the  country ;  and 

"Fourth,  into  the  best  means  of  providing  for  facilitating  the 
resumption  of  specie  payments." 

And  this  commission  will  no  doubt  be  of  use  to 
European  economists  in  collecting  information  as  to 
many  American  matters  connected  with  the  currency, 
upon  which  it  is  now  very  difficult  to  find  a  trust- 
worthy authority.  But  as  far  as  respects  the  practi- 
cal questions  to  be  determined  in  the  United  States, 
"half  would  have  been  more  than  the  whole;"  it 
would  —  at  least  if  we  may  judge  at  this  distance  — 
have  been  much  better  to  restrict  the  commission  to 
fewer  points,  than  to  empower  them,  as  has  been 
practically  done,  to  inquire  into  anything  and  every- 
thing as  to  American  currency.  In  the  heat  of  a 
presidential  contest,  the  commission  must  be  active- 
minded  indeed  if  they  can  thoroughly  work  out  all 
this. 

The  set  of  facts  most  wanting  inquiry  certainly 
is  the  new  set,  —  that  relating  to  the  change  in  the 
value  of  silver.  The  conditions  of  resumption,  the 
mode  in  which  a  satisfactory  paper  currency  should 
be  maintained  after  resumption,  are  old  matters,  on 
which  American  statesmen  can  find  no  difficulty  in 
obtaining  information  quite  as  good  as  this  com- 
mission will  collect  for  them.  But  the  present  rela- 
tive position  of  silver  and  gold  is  a  perfectly  new 
thing  in  the  world ;  and  America,  as  a  principal 
producer  of  both,  and  as  having  to  settle  whether 
she  will  have  a  currency  of  both  or  either,  ought 
certainly  to  investigate  it  as  soon  and  as  completely 
as  possible. 

The  cardinal  present  novelty  is,  that  silver  and 
gold  are,  in  relation  to  one  another,  simply  ordinary 
commodities.  Until  now  they  have  not  been  so  :  a 
very  great  part  of  the  world  adhered  to  the  bimetal- 
lic system,  which  made  both  gold  and  silver  legal 
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tenders,  and  which  established  a  fixed  relation  be- 
tween them.  In  consequence,  whenever  the  value  of 
the  two  metals  altered,  these  countries  acted  as  equal- 
izing machines  :  they  took  the  metal  which  fell, 
they  sold  the  metal  which  rose ;  and  thus  the  relative 
value  of  the  two  was  kept  at  its  old  point.  But 
now  this  curious  mechanism  is  broken  up ;  there  is 
no  great  country  now  really  acting  on  this  system. 
The  "  Latin  Union,"  it  is  true,  adhere  to  the  name, 
but  they  have  abandoned  the  thing :  as  they  do  not 
allow  silver  to  be  coined  except  in  limited  quanti- 
ties, they  have  no  longer  an  equalizing  action ;  they 
no  longer  receive  the  depreciated  or  part  with  the 
appreciated  metal,  and  therefore  the  two  metals  now 
exchange  for  one  another,  just  as  other  commodities. 

The  gold  price  of  silver  is  now  like  the  gold  price 
of  tin, — left  practically,  for  the  first  time  in  history, 
without  artificial  regulation,  and  free  from  the  ma- 
nipulation of  governments ;  and  it  is  into  the  conse- 
quences of  this  that  the  United  States  should  now 
inquire,  for  they  have  nowhere  been  fully  treated  of. 

The  first  effect  is  that  to  which  M.  Leon  Say  drew 
attention  not  long  ago,  in  a  speech  of  much  ability,  — 
the  instability  of  the  value  of  the  two  metals.  In 
former  times,  he  justly  said,*  the  fluctuations  in 
the  relative  value  of  the  two  metals  were  few  and 
small,  but  now  they  are  many  and  large.  Particular 
causes,  no  doubt,  aggravate  that  instability  at  this 
moment,  —  especially  the  demonetization  of  silver  by 
Germany,  and  the  supposed  likelihood  of  great  sup- 
plies from  Nevada ;  but  though  the  instability  is 
aggravated  by  these  causes,  it  is  not  created  by 
them,  and  it  will  not  cease  with  them.  There  is  no 
inherent  reason  why  the  gold  price  of  silver  should 
be  uniform,  any  more  than  why  the  gold  price  of 
platinum  should  be  the  same.  The  old  notion  of 
extreme  steadiness  is  one  generated  by  the  practice 
of  governments,  and  which  has  ceased  when  the 
practice  ceased  and  will  not  revive  till  it  revives. 


*I  have  canceled  the  perverting  word  "that"  here.  —  ED. 
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The  United  States,  therefore,  which  have  a 
"money"  to  choose,  must  observe  that  they  have 
three  courses  to  choose  from,  and  must  see  what 
are  the  consequences  of  each. 

First,  they  may  choose  the  old  bimetallic  or  double- 
standard  plan ;  but  if  they  do,  they  must  make  up 
their  mind  to  be  always  changing  their  coinage. 
The  natural  value  of  the  two  metals  now  being,  as 
we  see,  fluctuating,  a  nation  which  takes  both  will  be 
incessantly  changing  from  one  to  the  other ;  it  will 
always  be  taking  the  worse  and  giving  the  better. 
The  existence  of  such  a  country  or  set  of  countries 
is  an  advantage  to  the  world  at  large,  —  because,  as 
we  have  seen,  it  preserves  a  uniformity  between  the 
two  metals,  one  or  other  of  which  is  used  by  all  civ- 
ilized nations  to  count  value ;  but  the  expense  and 
inconvenience  of  a  changing  currency  are  great,  and 
how  far  a  nation  would  be  wise  to  undergo  them  for 
the  good  of  the  world,  we  are  not  sure.  She  herself 
obtains  no  advantage :  she  sells  gold  for  silver  or 
silver  for  gold,  and  the  brokers  get  their  commission ; 
but  this  is  all.  And  to  a  great  borrowing  nation 
like  America,  it  would  always  be  an  objection  that 
she  would  pay  in  the  worse  coin  at  the  time  of  pay- 
ment, whatever  it  might  be.  At  the  present  moment 
America  would  become  a  silver  country,  and  the  in- 
terest and  principal  on  her  obligations  would  be  paid 
in  silver.  The  .evil,  of  course,  would  not  be  what 
the  momentary  circumstances  of  the  market  would 
now  suggest :  silver  would  not  be  at  52d.  per  ounce 
if  America  was  a  country  with  a  sole  silver  currency ; 
so  large  a  demand  as  her  coin  requirements  would 
send  the  price  up  very  rapidly,  —  perhaps  to  its  old 
amount.  Still,  as  the  debts  of  America  are  so  large, 
the  probable  objection  which  a  lender  might  make 
to  the  certainty  of  his  having  to  accept  the  inferior 
mode  of  repayment  is  to  her  important ;  she  would 
possibly  have  to  borrow  on  terms  somewhat  less  good. 

Secondly,  the  United  States  might  take  the  single 
gold  standard  like  ourselves ;  and  this  is  what,  till 
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very  lately,  every  English  economist  would  have  ad- 
vised them  to  do, — the  evils  of  this  plan  had  not 
then  been  seen,  but  its  good  was  very  apparent. 
That  all  great  commercial  nations  should  have  the 
same  metal  for  money  is,  per  se,  a  plain  gain.  The 
objection  is,  that  there  may  be  some  difficulty  in 
getting  the  gold  for  so  many,  very  rapidly.  The  total 
production  of  gold,  according  to  the  estimate  laid 
before  the  Silver  Committee,  for  recent  years  is  — 

£ 
In  1872, 17,569,000 

1873, 21,946,000 

1874,  . 19,880,000 

1875, 20,353,000 

Total, 79,748,000 

or  nearly  £20,000,000  a  year.  And  this  is  not  at  all 
a  large  amount  to  provide  for  the  yearly  uses  of  the 
world. 

In  the  18  years  from  1858-75  the  imports  of  gold  £ 

into  the  United  Kingdom  were        .        .        .     331,179,000 
Exports  from .     251,413,000 

Total  absorption  in  18  years,         .        .      79,766,000 

or  at  the  rate  of  £4,432,000  a  year,  being  more 
than  one-fifth  of  the  whole.  So  that  if  Germany, 
America,  and "  perhaps  the  Latin  Union,  were  all  to 
take  to  a  gold  currency,  there  would  certainly  not 
be  too  much  gold;  probably  the  money  markets  of 
the  world  would  be  straitened  by  there  not  being 
sufficient. 

The  third  and  last  course  open  to  the  United 
States  is,  to  make  silver  their  sole  standard.  A  few 
weeks  ago  this  would  have  been  generally  deemed  to 
be  beyond  the  limits  of  consideration  ;  at  that  time 
there  was  a  panic,  and  it  was  imagined  that  the 
price  of  silver  was  going  to  fall  lower  and  lower  till 
it  became  worth  hardly  anything.  But  experience 
has  now  shown,  as  theory  always  suggested,  that 
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there  would  be  a  demand  for  silver  for  the  East  con- 
sequent on  its  cheapness ;  that  this  demand  would 
grow  with  its  cheapness :  and  then  an  almost  in- 
definite quantity,  if  supplied,  would  in  time  be  taken 
off  the  market.  As  the  supply  here  is  small,  the 
price  has  risen  rapidly,  though  it  has  for  a  moment 
been  checked  again  by  the  financial  operations  of  the 
Council  of  India  in  drawing  for  their  tribute.  The 
extreme  panic  as  to  the  price  of  silver  has  therefore 
passed  away,  and  we  are  able  to  consider  calmly 
whether  it  would  be  wise  for  the  United  States  to 
take  it  for  a  standard  of  value  or  not. 

If  they  did,  it  is  certain  that  the  price  of  silver 
would  for  the  moment  rise,  because  so  very  large  an 
extra  quantity  would  at  once  be  required  ;  and  it  is 
very  possible  that  this  price  might  not  again  fall. 
The  final  regulator  of  the  price  of  silver  is,  the  cost 
at  which  it  can  be  produced  in  the  least  fertile  mine 
that  can  maintain  itself  in  working.  At  the  present 
moment,  there  are  new  mines  as  to  whose  extent 
there  are  very  various  accounts,  which  may  super- 
sede some  of  the  worst  of  those  at  work,  and  so 
lessen  the  maximum  cost  of  the  production  of  sil- 
ver,—  the  cost  which  fixes  its  price;  but  if  so  large 
a  new  demand  for  silver  as  that  for  supplying  the 
United  States  with  money  were  added  to  the  existing 
demands,  very  possibly  the  extra  fertility  of  these 
new  mines  might  be  exhausted  before  that  demand 
was  satisfied.  These  mines  might  come  to  be  not 
so  much  better  than  the  old  mines  as  to  throw  any 
old  mine  out  of  work ;  and  if  so,  the  price  of  silver 
would  remain  what  it  formerly  was.  And  if  this 
happened,  silver  would  be  as  good  a  standard  of 
value  as  it  has  ever  been. 

There  would  undoubtedly  be  several  difficulties 
in  the  adoption  of  a  silver  standard  by  the  United 
States  :  — 

First,  much  of  the  interest  of  their  debt  is  now 
payable  in  gold  coin.  This  would  not,  however,  cause 
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much  difficulty,  if  the  price  of  silver  were  to  rise,  as 
we  have  suggested,  to  something  like  the  old  level. 
The  United  States  might  then  either  continue  to 
receive  their  customs  duties,  as  they  now  do,  in  gold 
only,  and  to  pay  their  interest  with  such  gold,  or  they 
might  pay  an  equivalent  in  silver.  The  difficulty 
would  be  one  of  detail  only,  and  might  be  met. 

Secondly, — what  is  more  serious, — the  trade  be- 
tween the  United  States  and  the  gold-using  countries 
would  be  liable  to  be  disturbed  by  every  fluctuation 
in  the  value  of  gold  and  silver;  and  we  are  not  yet 
in  a  position  to  say  what  the  amount  of  this  inconven- 
ience would  be,  because  the  changes  in  the  relative 
values  of  the  two  will  in  future  probably  be  greater 
and  more  frequent  than  they  used  to  be.  As  we 
have  explained,  the  double-standard  nations  used  to 
equalize  the  price  for  the  rest  of  the  world,  and  now 
it  seems  probable  that  they  will  do  so  no  longer.  An 
element  of  uncertainty  would  thus  be  introduced  into 
the  largest  international  operations  of  the  United 
States,  which  might  be  very  important,  and  which 
it  is  difficult  to  estimate  beforehand ;  but  in  all 
likelihood  this  uncertainty  would  not  be  so  great  as 
that  caused  by  the  inconvertible  and  ever-fluctuating 
greenbacks  which  the  United  States  have  now  borne 
very  patiently  for  many  years. 

Thirdly,  the  United  States  will,  by  choosing  silver 
for  their  money,  undoubtedly  suffer  by  using  the 
less  convenient  metal  for  large  transactions  instead 
of  the  more  convenient,  —  silver  is  bulky  to  carry 
and  cumbersome  to  count :  but  a  good  and  secure 
system  of  paper  money  might  easily  be  devised, 
which  would  reduce  this  disadvantage  to  minor  pro- 
portions;  though  that  system,  like  all  systems  of 
paper  money,  is  liable  to  the  objection  that  it  may 
be  at  any  moment  departed  from,  and  a  bad  paper 
money  substituted  for  a  good.  No  nation  which  is 
engaged  in  first-rate  commerce  should  select  a  silver 
money,  unless  it  believes  that  its  circumstances,  the 
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character  of  its  people,  and  the  peculiarities  of  its 
government  enable  it  to  manage  a  paper  one. 

The  great  reason  for  inquiring  whether  it  would 
not  be  best  for  the  United  States  to  take  silver  as  a 
money,  and  not  gold,  is,  that  it  is  much  more  likely 
to  be  done.  It  is  always  a  great  advantage  to  have 
a  strong  private  interest  concurring  with  and  enfor- 
cing a  great  national  interest :  and  here  the  silver 
producers  are  anxious  to  sell  their  silver,  and  fearful 
that  they  may  not  be  able  to  do  so ;  whereas  the 
gold  producers,  on  the  other  hand,  feel  sure  of  their 
market,  and  are  careless  what  happens.  The  fear 
is,  that  the  United  States  may  go  on  for  many  years 
to  come  with  inconvertible  paper,  as  they  have  for 
many  years  past ;  the  difficulties  of  resuming  specie 
payment  are  very  considerable,  and  when  resumed  it 
may  not  be  kept  to  unless  it  is  some  one's  interest 
that  it  should  be  so.  But  the  silver  producers  are 
clearly  strong  in  Congress,  wish  to  get  their  silver 
substituted  for  greenbacks,  and  would  be  watchful 
to  see  that,  owing  to  keeping  too  small  a  reserve  or 
other  mismanagement,  greenbacks  did  not  come  back 
again  if  they  had  once  been  got  rid  of.  And  these 
producers  can  put  the  argument  in  a  way  very 
attractive  to  American  nationalism ;  they  can  say, 
"If  you  use  silver  you  will  raise  its  value,  not  only 
here,  but  throughout  the  civilized  world.  You  will 
support  an  interest  which  needs  supporting;  and  you 
will  hurt  no  one,  but  make  America  richer,  by  so 
doing."  And  all  nations  —  especially  nations  which 
govern  themselves  —  are  apt  to  be  much  moved  by 
such  reasoning. 

We  hope,  therefore,  that  the  American  commiss- 
ion will  not  be  distracted  by  the  old  phases  of  the 
currency  question;  and  that  they  will  give  their 
attention  to  the  new  points  presented  by  the  present 
new  relation  between  gold  and  silver,  and  the  re- 
spective advantages  and  disadvantages  of  the  courses 
they  have  to  choose  from.  There  is  not  one  of  them 


DEPRECIATION  OF  SILVER.  589 

which  has  not  much  of  both;  and  in  such  case,  only 
very  deliberate  study  can  show  how  to  bring  out  the 
most  good  with  the  least  evil. 


XII. 

THE  PERMANENT  EFFECT  OF  AN  INCREASE  OF  "COUNCIL 
BILLS"  ON  THE  FLOW  OF  SILVER  TO  INDIA  AND 
UPON  THE  INDIAN  EXCHANGES. 

[From  the  Economist  of  Oct.  7,  1876.] 

THE  depreciation  of  silver  and  its  effect  on  the  Indian 
exchanges  have  been  much  discussed,  and  with  the 
best  result.  The  Indian  government,  we  are  glad  to 
say,  have  announced  that  they  would  adhere  to  right 
principles,  notwithstanding  the  greatness  and  sudden- 
ness of  the  difficulty  in  which  they  are  placed,  and 
the  number  of  wrong  schemes  obtruded  upon  them. 
But  another  fact,  of  which  the  practical  effects  are 
inextricably  intermingled  with  those  of  this  deprecia- 
tion,—  the  recent  great  increase  of  the  political  pay- 
ment of  tribute  which  England  derives  from  India,  — 
has  not  been  studied  with  equal  care.  It  appears 
from  the  investigations  of  Mr.  Goschen's  Committee 
that  the  "Indian  Council"  bills,  which  represent  that 
payment,  have  increased  in  the  last  ten  years  as 
follows  :  — 

Bills  of  exchange 

Year.  drawn  on  India. 

£ 

1865-66, 6,998,899 

1866-67, 5,613,746 

1867-68, 4,137,285 

1868-69, 3,705,741 

1869-70, 6,980,122 

1870-71, 8,443,509 

1871-72, 10,310,339 

1872-73, 13,939,095 

1873-74, "...    13,285,678 

1874-75, 10,841,615 

1875-76, 12,389,613 
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It  appears  also  from  the  same  authority  that  most 
of  the  effect  which  this  great  increase  in  the  payment 
from  India  to  England  might  be  expected  to  have 
upon  the  exchanges,  was  delayed  by  a  simultaneous 
increase  in  the  payments  made  from  England  to 
India.  Till  quite  recently  we  have  been  very  largely 
investing  capital  in  railways  and  other  public  works  ; 
the  funds  necessary  for  these  were  raised  in  London 
and  were  sent  out  to  India,  and  so  compensated  for 
the  increase  of  the  tribute.  But  now  there  is  no 
longer  any  equal  transmission  of  capital  to  India, 
and  we  therefore  for  the  first  time  feel  the  effect  of 
that  increase. 

The  immediate  result  has  naturally  been,  to  coun- 
teract the  flow  of  silver  to  the  East.  When  com- 
merce is  left  to  itself,  the  imports  England  takes 
from  India  are  much  greater  than  the  imports  which 
India  takes  from  England,  and  a  part  of  the  balance 
has  to  be  paid  for  in  specie ;  the  rest  being  settled 
in  indirect  ways,  of  which  we  need  not  speak  now. 
But  the  increase  in  the  "Council  bills"  provided 
a  competing  remittance  with  silver ;  if  a  merchant 
wanted  to  make  a  payment  in  Calcutta,  he  had  the 
choice  either  to  buy  bills  or  send  out  silver,  and  of 
course  so  much  less  silver  was  sent. 

The  effect  was  the  greater  because  the  govern- 
ment of  India  must  bring  their  money  home  from 
India,  and  therefore  must  sell  their  bills;  whereas 
"silver,"  like  any  other  commodity,  may  go  to  many 
markets,  and  may  be  held  when  its  price  falls. 
This  is  the  reason  of  the  saying,  "The  price  of  Coun- 
cil bills  rules  the  price  of  silver,  not  the  price  of 
silver  that  of  Council  bills  : "  it  is  the  price  which 
the  more  anxious  seller  must  accept  that  for  the 
moment  predominates,  and  not  that  which  the  less 
anxious  can  wait  for. 

So  far  all  is  clear,  and  has  been  well  discussed ; 
but  what  has  not  been  equally  discussed  is  the  ques- 
tion, Will  this  effect  be  permanent  ?  How  far  will 
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the  increase  of  its  political  payments  prevent  India 
from  obtaining  silver,  which  is  the  material  of  its 
money  ?  and  if  it  ceases  to  have  this  effect,  why 
does  it  do  so  ? 

It  clearly  cannot  have  this  effect  always,  or  a 
country  like  India  might  be  prevented,  by  an  increase 
in  the  tribute  which  she  has  to  pay,  from  obtaining 
money  altogether.  Suppose  a  dependent  country  ob- 
tains all  her  supplies  of  bullion  from  the  dominant 
country  to  which  she  belongs,  and  that  the  domi- 
nant country  imposes  an  annual  tribute  equal  to  the 
amount  of  silver  which  she  annually  takes :  if  the 
consequence  of  the  tribute  be,  to  prevent  the  export 
of  bullion  by  an  equal  amount,  the  dependent  coun- 
try would  cease  to  obtain  money  altogether,  and 
prices  in  it  would  fall  and  fall  indefinitely. 

In  fact,  of  course,  this  will  not  happen :  because 
as  soon  as  prices  fall  below  a  certain  amount,  an 
encouragement  is  given  to  the  export  and  a  discour- 
agement to  the  import  trade;  and  so  a  new  adverse 
balance  of  trade  is  created,  which  will  take  bullion  to 
the  dependent  country.  The  effects  of  the  imposition 
of  a  tribute  on  the  industry  of  a  dependent  country 
are  two  :  —  First,  to  drive  away  all  cosmopolitan  cap- 
ital which  can  carry  on  its  business  elsewhere.  It 
takes  for  the  use  of  the  government  a  certain  por- 
tion of  what  used  to  be  the  profit  of  the  capitalist ; 
and  if  in  any  other  country  capital  does  not  pay  an 
equal  tax,  that  large  class  of  capitalists  who  now 
belong  to  all  countries  will  go  to  some  other,  and 
will  carry  on  their  business  there.  And  secondly,  the 
residential  capitalists,  whom  no  motive  will  tempt 
away,  must  be  content  with  a  less  rate  of  profit  than 
they  used  to  receive.  Particular  industries,  for  which 
the  dependent  country  has  special  advantages,  will 
to  some  extent  be  an  exception  :  but  as  a  rule  the 
effect  of  the  augmented  tribute  will  be,  to  lower 
prices ;  because  as  a  rule,  and  for  almost  all  commod- 
ities, it  will  fix  profits  on  a  lower  range. 
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A  country  which  has  a  tribute  to  pay  of  £15,000,000 
annually  must  send  abroad  annually  £15,000,000  worth 
of  commodities  more  than  she  receives ;  the  profits  of 
her  various  industries  must  be  less  by  that  £15,000,000  ; 
prices  must  be  lessened  to  effect  this ;  and  (supposing, 
as  is  the  case  with  India,  that  this  country  does  not 
produce  the  precious  metals)  prices  will  be  thus  less- 
ened by  a  corresponding  reduction  in  the  import  of 
those  metals. 

Thus,  in  the  case  of  India,  the  effect  of  her  aug- 
mented political  payments  will  be,  to  lower  the  level 
of  prices  'till  her  exports  rise  above  her  imports  by 
an  equal  sum.  Till  that  level  is  reached,  silver  will 
not  be  sent  from  England ;  but  when  it  is  reached, 
silver  will  be  sent  at  once.  The  effect  of  the  aug- 
mentation, therefore,  is  not  to  lessen  the  export  of 
silver  from  England  to  India  permanently,  but  only 
to  diminish  it  temporarily  and  till  the  course  of  com- 
merce has  adapted  itself  to  the  new  circumstances. 
India  will  not  indeed  receive  quite  as  much  as  before 
the  increase  of  her  tribute ;  she  will  have  a  somewhat 
smaller  stock  of  silver  to  maintain  in  order  to  carry 
on  her  trade,  as  prices  are  lower  (which  means  that 
less  silver  does  the  same  work),  and  therefore  the 
annual  supply  requisite  to  maintain  prices  at  that 
level  will  be  less :  but  this  is  but  a  very  minor 
effect,  which  is  not  of  much  practical  account;  and 
except  so  far  as  its  influence  extends,  the  import  of 
silver  into  India  will  eventually  be  as  much,  now 
that  Council  bills  are  £15,000,000,  as  it  used  to  be 
when  they  were  £5,000,000. 

Some  persons  who  have  been  much  in  contact 
with  the  recent  phenomena  of  the  silver  market,  but 
who  have  not  considered  the  more  permanent  parts 
of  the  subject,  will  probably  be  surprised  at  this  con- 
clusion ;  but  this  is  only  one  of  very  many  instances 
in  which  a  great  familiarity  with  the  momentary 
facts  of  a  particular  kind  of  business  is  a  wrong 
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rather  than  a  right  guide  as  to  what  the  course  of 
that  business  in  the  long  run  will  be. 

It  will  be  seen  that  the  case  of  India  is  a  very 
peculiar  one.  Not  only  is  she  politically  dependent  on 
England,  but  she  derives  her  silver  from  hence  too ; 
the  country  which  imposes  the  tribute,  and  thereby 
tends  to  take  money,  is  also  the  country  which  sup- 
plies money.  Ordinarily  the  imposition  of  a  tribute 
on  a  subject  country  is  much  simpler  in  its  effects : 
the  dominant  and  the  subject  countries  are  only 
connected  by  the  usual  trading  relations ;  coin  and 
bullion  only  pass  to  settle  the  balance  of  trade,  and 
in  the  long  run  pass  about  equally  both  ways.  In 
this  case  the  effect  on  the  flow  of  bullion  is,  on  the 
face  of  it,  only  temporary  :  there  being  no  continuous 
export  of  bullion  from  the  dominant  country  to  be 
arrested,  the  question  whether  it  will  or  will  not  be 
arrested  does  not  arise.  The  dominant  country  sim- 
ply takes  a  portion  of  the  produce  of  the  industry  of 
the  dependent,  and  so  far  renders  it  less  profitable ; 
the  range  of  prices  in  the  dependent  country  must 
necessarily  be  lowered  to  effect  this  end,  and  for  a 
time  the  supply  of  the  precious  metals  to  it  will  be 
diminished  :  but  upon  its  permanent  import  of  those 
metals  the  imposition  of  the  tribute  will  have  no  ef- 
fect, —  as  soon  as  the  proper  range  of  prices  is  reached, 
the  bullion  trade  will  go  on  as  usual.  And  so  it 
is  in  the  case  of  India  also,  though  England's  being 
the  country  which  supplies  bullion  as  well  as  that 
which  imposes  the  political  payment  seems  at  first 
to  make  a  difficulty  ;  substantially  the  effect  of  the 
new  tribute  will  be  the  same  in  this  case  as  in  all 
others. 

But  though  the  increase  of  the  Council  bills  will 
not,  as  we  have  thus  shown,  change  the  quantity  of 
silver  sent  to  the  East,  it  may  have  lasting  effects 
on  the  Indian  exchanges ;  and  next  week  we  will 
examine  whether  it  has  or  not. 

VOL.  V.- 38 
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XIII. 

HJNCI 
EXCHANGES. 

[From  the  Economist  of  Oct.  14,  1876.] 

WE  proved  last  week  that  the  effect  of  the  aug- 
mentation of  the  political  payment  from  India  to 
England,  shown  by  the  recent  increase  of  the  bills 
drawn  by  the  Indian  Council  upon  India,  will  have 
no  permanent  effect  whatever  on  the  export  of  silver 
to  India ;  the  great  influence  which  it  has  had  in 
that  respect  will  be  transitory  only.  We  have  now 
to  see  whether  the  equally  great  effect  which  that 
increase  has  had  on  the  Indian  exchange  will  be 
equally  temporary. 

To  simplify  the  subject,  which  is  complex,  let  us 
first  take  the  simple  case  of  a  dominant  and  a  sub- 
ject country  which  have  the  same  currency,  whose 
trade  exports  usually  balance  each  other,  and  neither 
of  which  produces  the  precious  metals,  nor  depends 
on  the  other  for  the  supply  of  the  precious  metals. 
In  this  case,  there  being  only  one  currency  in  the 
two  countries,  the  quotations  of  exchange  will  be 
always  made  in  their  most  intelligible  form  ;  that  is, 
by  the  premium  or  discount  on  the  bills  which  each 
country  draws  on  the  other.  In  this  case,  bills  on 
the  dominant  country  in  the  dependent,  and  bills 
on  the  dependent  in  the  dominant,  will  as  a  rule  be 
equally  often  at  a  premium.  The  trade  exports  from 
the  ruler  to  the  subject  exactly  equal  those  from  the 
subject  to  the  ruler;  the  bills  generated  by  them  will 
therefore  be  equal,  and  also  the  demand  for  means 
of  remittance.  There  is  no  indebtedness  between  the 
countries  to  be  settled,  and  so  on  the  average  every- 
thing will  be  even  between  them. 

If  this  state  of  things  is  disturbed  by  the  imposi- 
tion of  a  tribute,  the  first  effect  is,  that  bills  in  the 
dependency  on  its  superior  rise  to  a  premium  ;  that 


DEPRECIATION  OF  SILVER.  595 

tribute  has  to  be  paid,  and  these  bills  are  inquired 
for  as  the  best  means  of  payment.  It  becomes  more 
difficult  (as  Indians  would  say)  to  "  remit  home," 
because  there  is  more  to  be  remitted,  and  no  increase 
in  the  means  of  remittance.  The  premium  will  prob- 
ably rise  above  the  specie  point,  and  coin  or  bullion 
will  be  temporarily  sent  to  the  dominant  country  in 
consequence.  But  it  can  only  be  so  sent  temporarily, 
for  the  dependency  we  are  considering  does  not  pro- 
duce the  precious  metals.  In  time,  therefore,  some 
other  means  of  payment  must  be  found ;  the  trib- 
ute must  be  paid  not  in  gold  or  silver,  but  in  other 
commodities.  These  commodities  will  begin  to  be 
exported  as  soon  as  that  export  becomes  profitable  ; 
and  that  profit  will  consist  of  two  elements  :  first,  of 
the  difference  between  the  price  of  the  commodities  in 
the  dominant  country  and  the  price  in  the  depend- 
ency ;  and  secondly,  of  the  premium  at  which  the 
merchant  in  the  dep'endency  can  sell  his  bill.  The 
imposition  of  the  tribute  will  have  caused  both  ele- 
ments of  profit :  by  producing  an  export  of  specie 
from  the  dependency,  it  will  have  lowered  prices 
there  ;  and  by  creating  a  demand  for  the  means  of 
remittance,  it  will  have  raised  the  price  of  the  bills. 
There  will,  so  to  say,  be  a  bounty  on  export  caused 
by  the  state  of  the  exchange ;  and  the  export  will 
be  made  when  the  price  profit,  plus  that  bounty,  are 
together  up  to  the  rate  which  the  capitalist  wants. 
Before  that  the  export  will  not  take  place,  but  after 
that  it  immediately  will. 

And  this  state  of  prices  and  of  the  exchange 
will,  except  other  causes  interfere  with  it,  tend  to 
be  permanent :  there  is  nothing  in  the  relation  of 
the  dominant  and  inferior  country  to  alter  either. 
Till  the  whole  tribute  is  paid,  both  will  as  a  rule 
continue  in  this  condition  :  and  if  the  tribute  is  an 
annual  payment,  every  year  the  same  causes  will 
be  at  work  and  the  same  consequences  will  happen. 
The  profit  on  the  sale  of  the  bill  will  more  or  less 
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help  the  price  profit,  and  cause  the  operation  to  be 
made  earlier  than  it  would  if  the  price  profit  only 
could  be  obtained. 

The  effect  of  this  is,  to  enable  the  dependency  to 
"get  off,"  so  to  speak,  and  pay  its  tribute  with  a  less 
alteration  in  the  level  of  its  prices  than  would  other- 
wise have  been  necessary.  In  so  far  as  the  payment 
of  the  tribute  is  aided  by  the  state  of  the  exchange, 
it  is  in  fact  aided  by  a  loan :  the  seller  of  the  bill 
gains  funds  from  the  money  market,  which  return 
to  that  market  when  that  bill  is  paid.  As  the  trans- 
action is  a  continual  one,  always  being  renewed,  the 
final  result  is,  that  the  dependency  pays  a  part  of  its 
annual  tribute  by  a  chronic  floating  debt,  which  the 
exporters  of  its  commodities  borrow,  and  from  which 
it  derives  the  benefit.  And  it  will  make  no  matter 
if  the  exports  are  shipped  not  directly  to  the  domi- 
nant country,  but  to  some  third  country  to  which  the 
dominant  country  owes  money:  in  the  latter  case, 
the  country  which  receives  the  exports  from  the  de- 
pendency pays  for  them  by  a  draft  on  the  dominant 
country,  and  that  draft  is  taken  as  a  payment  of  the 
tribute.  The  dependency  pays  the  debt  of  the  ruling 
country,  and  this  is  quite  as  good  as  the  direct  ex- 
port of  value  to  it. 

And  no  part  of  this  will  in  the  least  be  altered  by 
the  fact  that  the  two  countries,  the  dominant  and  the 
dependent,  use  different  currencies,  if  these  currencies 
are  both  of  the  same  metal,  whether  gold  or  silver. 
The  mode  of  expressing  the  exchange  by  the  equa- 
tion between  the  coins  is  only  a  complex  way  of  ex- 
pressing the  premium  and  the  discount  on  bills  at  the 
moment.  Two  calculations  have  in  such  a  case  neces- 
sarily to  be  made  in  buying  and  selling  a  bill :  the 
currency  of  one  country  has  to  be  turned  into  that 
of  the  other,  and  the  premium  or  discount  of  the  bill 
to  be  ascertained  :  and  for  convenience'  sake,  in  the 
common  mode  of  quoting  the  exchange,  the  two  com- 
putations are  put  together  and  their  joint  effect 
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told.  But  there  may  be  a  real  temporary  difference 
if  the  currencies  are  of  different  metals.  If  the 
metal  of  the  currency  in  which  the  relative  tribute 
is  fixed,  falls  in  value,  the  tribute  is  lightened ;  and 
if  it  rises,  the  tribute  is  made  heavier  :  and  this  will 
affect  prices  and  the  exchange,  just  as  an  increase 
or  decrease  of  the  tribute  in  any  other  way ;  but  the 
principle  of  the  argument  is  unaffected. 

Nor  is  that  principle  really  changed  if  the  depend- 
ency, like  India,  receives  its  supplies  of  the  precious 
metals  —  that  is,  of  money  —  from  the  dominant  coun- 
try. In  that  case,  before  the  tribute  is  enforced,  the 
exports  from  the  dependency  to  or  on  account  of  the 
dominant  country  will  be  greater  than  its  imports 
from  it ;  bills  in  the  dependency  drawn  on  the  domi- 
nant country  will  be  in  general  at  a  discount,  and 
those  drawn  in  the  dominant  country  at  a  premium. 
There  will  be  a  greater  facility  of  remitting  money 
from  the  inferior  to  the  superior  country  than,  vice 
versa,  from  the  superior  to  the  inferior;  and  therefore 
when  the  tribute  is  imposed,  the  new  demand  for  re- 
mittance, so  created  in  the  inferior  country,  will  have 
"some  leeway"  to  make  up.  Finding  bills  at  a  dis- 
count, it  will  have  to  go  on  till  it  makes  them  at  a 
premium.  It  will  have  to  stop  the  flow  of  specie  to 
the  dependency ;  and  if  this  is  not  enough  to  reduce 
prices,  it  must  go  on  till  it  turns  the  tide  the  other 
way,  and  sends  bullion,  contrary  to  its  natural  course, 
back  from  the  dependent  to  the  dominant  country  : 
but  it  cannot  permanently  have  this  effect,  because, 
as  we  have  seen,  the  supplies  of  bullion  will  in  the 
long  run  be  the  same  after  the  imposition  of  the 
tribute  as  before  it ;  the  exchange  will  settle  down 
so  that  the  usual  amount  of  bullion  will  pass.  But 
subject  to  this,  the  consequences  will  be  the  same  as 
before  :  -  bills  in  the  dependencies  will  not  be  so  often 
or  so  much  at  a  discount  as  they  would  otherwise 
have  been,  or  bills  in  the  dominant  country  so  often 
or  so  much  at  a  premium ;  and  the  exports  from  the 
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dependency,  which  used  to  be  depressed  by  that  dis- 
count, will  be  less  depressed,  and  the  exports  from 
the  superior  country,  which  used  to  be  encouraged  by 
that  premium,  will  be  less  encouraged.  But  the  final 
effect  will  be  the  same  :  the  adjustment  of  prices  and 
the  adjustment  of  the  average  exchange  taken  to- 
gether will  be  such  as  to  cause  the  imports  from  the 
dependency  to  the  dominant  country  to  exceed,  by 
the  extent  of  the  tribute,  those  from  the  dominant 
country  to  the  dependency  (specie  included).  The 
tribute  will  be  paid  in  an  excess  of  value  consigned 
from  the  dependency  to  or  on  account  of  the  domi- 
nant country  above  that  consigned  the  contrary  way. 
In  so  far  as  that  result  is  attained  by  a  change  in 
the  premium  on  bills,  and  not  by  a  change  of  prices, 
the  dependency  is  enabled,  in  this  case  as  before,  to 
pay  its  tribute  by  an  exportation  of  fewer  commodi- 
ties than  it  would  otherwise  have  to  export.  It  ob- 
tains a  loan  to  that  extent  from  the  money  market, 
just  in  the  same  way  and  just  with  the  same  effect 
as  before. 

The  last  case  we  have  been  considering  is  that  of 
India  exactly ;  and  it  therefore  appears  that  though 
the  increase  of  the  "Council  bills"  will  have  no  per- 
manent effect  on  the  export  of  silver  to  the  East,  yet 
it  will  have  a  considerable  effect  on  the  value  of  the 
rupee  as  quoted  for  exchange,  and  that  it  will  tend 
to  make  remittances  from  England  to  India  easier, 
and  from  India  to  England  less  -easy,  as  long  as  it 
continues. 


XIV. 

THE    MINUTE    OF    THE    INDIAN    GOVERNMENT    ON    THE 
DEPRECIATION    OF    SILVER. 

[From  the  Economist  of  Oct.  28,  1876.] 

THE  Minute  in  which  the  government  of  India  have 
replied    to    the    petition    of    the    Bengal    Chamber    of 
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Commerce  that  they  would  suspend  the  coinage  of 
silver  for  private  persons,  is  a  very  able  document. 
It  shows  with  admirable  clearness  that  the  effect  of 
the  plan  proposed  by  the  Chamber  would  be  to  give 
the  rupee  an  artificial  value,  to  lower  prices,  and  to 
disorder  trade.  It  observes  that 

"It  is  essential  to  a  sound  system  of  currency  that  it  be  auto- 
matic. No  man  or  body  of  men  can  ascertain  whether,  at  any  par- 
ticular moment,  the  interests  of  the  community  as  a  whole  require 
an  increase  or  diminution  of  the  currency  ;  still  less,  how  much 
increase  or  how  much  decrease  is  at  any  moment  exactly  needed. 
No  government  which  aspires  to  keep  its  currency  in  a  sound 
condition  would  be  justified  in  attempting  that  impossible  task ; 
or  in  leaving  the  community,  even  for  a  short  interval,  without  a 
fixed  metallic  standard  of  value.  Under  an  'open-coinage  system,' 
these  things  regulate  themselves  without  official  interference." 

And  on  this  ground  it  declines  to  become  the  sole 
coiner  of  rupees  in  India,  and  says  that  the  amount 
of  the  silver  coinage  must  be  left  as  before,  to  the 
action  of  the  Indian  people,  who  are  the  best  judges 
of  their  own  wants. 

The  Minute  shows  also,  by  a  careful  review  of  all 
the  circumstances,  that  there  is  (at  any  rate  as  yet) 
no  reason  for  a  change  in  the  Indian  currency ;  as  no 
one  can  yet  say  what  will  be  the  value  of  silver, 
either  as  compared  with  gold  or  with  commodities. 
As  has  been  abundantly  proved  in  this  country,  no 
action  in  the  matter  is  at  present  required  of  the 
government  of  India ;  and  by  far  the  preponderant 
probability  is,  that  no  action  will  ever  be  required 
of  it. 

The  newest,  and  to  us  the  most  interesting,  part 
of  the  Minute  is  that  which  is  devoted  to  explaining 
that,  in  the  judgment  of  the  Indian  government,  it  is 
not  yet  proved  that  there  is  any  depreciation  at  all, 
certainly  not  a  depreciation  to  the  extent  which  is 
commonly  believed  :  — 

"The  divergence  now  noticeable  in  the  values  of  gold  and  sil- 
ver does  not  necessarily  prove  a  diminution  in  the  value  of  silver. 
It  may  be  equally  well  accounted  for  by  a  rise  in  the  value  of 
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gold ;  and  in  fact  it  is  probable  that,  since  the  commencement  of 
this  divergence  in  November,  1872,  there  has  been  an  increase  in 
the  value  of  gold  as  well  as  a  decrease  in  the  value  of  silver.  The 
actual  values,  measured  in  silver,  of  general  commodities,  whether 
in  India  or  in  England,  afford  as  yet  no  evidence  of  any  recent, 
sudden,  or  violent  fall  in  the  value  of  silver ;  and  if  a  priori 
considerations  strongly  indicate  that  silver  must  have  fallen,  such 
considerations  also  make  it  probable  that  gold  must  have  risen  in 
value.  Appended  to  this  resolution  is  a  series  of  tables  of  prices 
in  London  and  in  India,  the  information  contained  in  which  points 
to  two  conclusions :  first,  that  gold  has  risen  in  value  since  March, 
1873,  and  especially  since  last  December*;  secondly,  that  it  is  not 
shown  that  silver  has  fallen  in  value — i.  e.,  as  compared  with 
commodities  in  general,  either  in  London  or  in  India  —  during  the 
same  period.  These  conclusions  are  open  to  correction  on  a  wider 
review  of  the  economical  causes  which  have  been  at  work  during 
the  period ;  but  they  appear  to  indicate  a  rise  in  the  value  of  gold 
as  at  least  one  of  the  causes  which  have  disturbed  the  equilibrium 
of  the  two  metals.  The  bearing  of  both  conclusions  upon  the 
questions  now  before  the  government  of  India  is  important." 

As  far  as  gold  is  concerned,  the  tables  which  are 
given  by  the  government  are  ostensibly  those  which 
we  have  often  laid  before  our  readers.  It  is  un- 
deniably true  that  the  gold  prices  of  commodities  are 
as  a  rule  less  in  1876  than  they  were  in  1873  ;  and 
in  this  sense  it  is  true  that  gold  has  appreciated,  as 
against  commodities.  But  then  it  is  equally  true, 
and  equally  shown  by  the  figures  of  the  Minute,  that 
the  gold  prices  of  commodities  were  more  in  1873 
than  they  were  in  1869  or  1870  ;  and  if  we  are  to  say 
that  gold  is  appreciated  now  as  against  1873,  we  must 
by  parity  of  reasoning  say  that  it  was  depreciated  in 
1873  as  against  1869.  In  fact,  as  all  our  readers  are 
aware,  1873  was  the  culminating  point  of  one  of  the 
rising  periods  of  price,  just  as  1869  was  the  lowest 
point  of  the  falling  period.  We  wrote  on  the  subject 
at  the  time,  —  on  Jan.  4,  1873  :  — 

The  main  cause  of  these  cycles  in  price  and  trade  is,   as  we 
have  often  shown,  the  different  amounts  of  loanable  capital  which 
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are  available  at  different  times  for  the  supply  of  trade.  After 
great  panics  like  1847,  1857,  and  1866,  for  a  very  long  period  en- 
terprise is  so  slack  and  credit  so  bad  that  there  is  no  possibility  of 
employing  an  increasing  capital  to  advantage.  Trade  continues 
much  as  it  was,  whereas  the  savings  of  the  country  are  accumu- 
lating constantly.  Accordingly,  there  is  at  such  seasons  a  constant 
excess  in  the  supply  of  loanable  capital  over  good  bills  and  other 
accredited  securities  ;  the  rate  of  interest,  which  is  the  barometer 
of  the  relative  supply  of  these  articles,  continues  very  low  gener- 
ally through  a  series  of  years.  After  a  certain  period,  some 
circumstance  more  or  less  powerful  occurs  to  augment  trade ; 
and  then  the  effect  of  that  capital  is  felt.  Enterprise  revives  as 
credit  grows,  and  that  capital  is  lent  largely.  Till  some  stimulat- 
ing event  happens,  experience  shows  that  such  capital  may  lie 
almost  idle,  and  that  in  consequence  for  years  the  rate  of  inter- 
est may  continue  long  very  low.  Bankers — the  principal  holders 
of  that  capital  —  do  not  and  cannot  manufacture  securities ;  they 
remain  quiet  and  passive  till  securities  of  what  they  consider  a 
substantial  kind  are  offered  to  them.  But  when  from  some  cause 
peculiar  to  itself  trade  does  revive,  bankers  are  only  too  eager  to 
lend ;  and  trade,  so  far  from  wanting  the  money  which  it  requires, 
finds  the  accumulated  capital  of  bankers  lying  ready  and  waiting 
to  be  used  by  it.  The  development  of  one  trade,  too,  is  never 
isolated.  If  any  one  great  industry  — say  the  iron  trade  —  starts 
into  sudden  prosperity,  the  purchasing  power  of  all  persons  con- 
nected with  the  iron  trade  is  largely  augmented,  and  all  the  de- 
pendent trades,  and  all  the  trades  in  which  those  concerned  in  the 
iron  trade  lay  out  their  money  increasingly,  thrive  in  consequence ; 
and  these  second  and  dependent  trades  quicken  other  third  trades 
dependent  on  them,  and  so  on  through  the  industrial  world.  The 
first  period  of  every  industrial  cycle  is  a  period  of  immense  new 
production,  and  of  great  prosperity  running  through  and  permeat- 
ing all  trades. 

This  period  is  also  one  of  very  high  price.  The  loanable  capital  — 
the  deposits  which  have  accumulated  in  the  years  of  depression 
are  then  poured  into  trade.  These  have  the  effect  of  new  money : 
they  are  a  new  purchasing  power,  which  augments  all  prices  dealt 
in,  and  especially  the  prices  of  wholesale  articles,  which  are  those 
upon  which  enterprise  most  acts,  and  in  which  speculation  is  quick- 
est and  most  constant.  Experience  shows,  too,  that  the  rise  in  prices 
so  produced  is  a  cardinal  element  in  every  investigation  of  the 
value  of  money.  The  effect  of  the  Australian  and  Californian  gold 
cannot,  as  Mr.  Jevons  was  the  first  to  show,  be  even  tolerably 
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investigated   unless   this  periodical   cause   of   elevation  in  price  is 
first  eliminated,  and  its  effects  separately  set  aside." 

And  in  the  same  way  now,  we  must  be  careful 
not  to  confound  this  sort  of  appreciation  of  gold  with 
that  which  would  arise  from  a  diminished  produc- 
tion consequent  on  increased  difficulty  of  attainment. 
This  last  would  have  a  tendency  to  be  permanent,— 
at  least,  to  last  as  long  as  the  increased  difficulty  of 
attainment  lasted  :  but  the  appreciation  which  is  part 
of  the  cycle  of  prices  is  sure  not  to  be  permanent ; 
it  is  only  a  passing  incident  in  the  mercantile  world, 
and  is  sure  to  be  followed  by  an  equal  depression. 

It  may  be  said  that  the  present  appreciation  of 
gold  is  due  to  the  new  demand  for  it  in  Germany 
and  elsewhere ;  but  this  demand  tells  two  ways. 
What  we  are  comparing  is  the  high  range  of  prices- 
in  1873  as  compared  with  the  low  one  in  1876  ;  and 
one  of  the  effects  of  the  German  demand  for  gold  in 
1872  and  1873  was,  to  make  the  rate  of  discount  often 
much  higher  in  Lombard  Street  than  it  would  other- 
wise have  been,  and  so  to  reduce  the  prices  of  all 
commodities  which  rise  in  the  speculative  times.  If 
it  had  not  been  for  the  German  demand  for  gold,  the 
range  of  prices  in  1873  would  have  been  higher  than 
it  was.  We  cannot,  therefore,  attribute  the  fall  in 
prices  since  1873  to  that  demand ;  for  it  was  then 
already  producing  a  great  effect,  —  a  greater,  indeed, 
we  think  we  could  show  if  necessary,  than  it  ever 
did  afterwards. 

The  gold  price  of  silver  has  now  been  affected  in 
the  same  way  as  the  gold  price  of  other  commodities 
for  the  first  time,  because  it  has  been  now  for  the 
first  time  a  commodity  in  the  same  position  as  other 
commodities.  Formerly,  the  existence  of  a  "  double 
standard"  in  various  important  countries  took  off 
from  the  market,  part  of  any  sudden  extra  supply  of 
gold  or  silver,  replaced  it  by  an  equal  supply  of  the 
other,  and  so  equalized  the  price  ;  but  now  that  the 
"equilibrating  apparatus"  has  been  withdrawn,  the 
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price  of  silver  in  gold  upon  the  London  market  will 
be  affected  by  the  causes  which  produce  cycles  of 
price,  just  like  anything  else.  How  far  in  this  case 
it  has  been  so  affected  it  is  difficult  to  say,  because 
we  have  no  experience.  All  commodities  are  not 
equally  affected  by  these  cycles ;  some  are  more  so, 
some  less,  and  we  cannot  say  beforehand  what  will 
be  the  effect  on  any  one.  The  causes  which  deter- 
mine this  are  too  many,  and  their  proportions  too 
unknown,  for  a  priori  reasoning. 

But  as  far  as  we  can  judge,  we  should  not  be 
disposed  to  attribute  so  much  effect  to  this  cause  as 
the  Indian  government  would  seem,  from  the  prom- 
inence they  have  given  to  it,  to  be  inclined  to  do. 
So  long  as  silver  is  largely  used  as  a  currency  by 
many  countries,  it  is  likely  to  be  a  commodity  supe- 
rior to  the  average  of  commodities  in  stable  value. 
All  currency  commodities,  so  to  speak,  are  so :  their 
efficiency  in  exchange  diminishes  with  any  decrease 
in  their  value,  and  a  greater  quantity  of  them  is 
required ;  in  no  other  kind  of  article  does  a  fall  in 
price  generate  so  large  an  increase  of  demand,  and 
therefore  so  much  tend  to  be  its  own  cure.  We 
should  therefore  expect  silver  to  be  ordinarily  much 
less  affected  by  the  causes  making  "cycles"  of  price 
than  other  commodities. 

The  figures  contained  in  the  table  attached  to  the 
Minute  confirm  this  view.  They  show  that,  taking 
the  prices  of  each  article  in  March,  1873,  as  100,  the 
price  of  the  following  articles  in  the  London  market 
was :  — 

PRICES  IN  LONDON  OP  CERTAIN  COMMODITIES  IN  MARCH,  1873, 
COMPARED  WITH  APRIL,  1876. 


March,  1873. 

April,  1876. 

Beef,  inferior,    . 

100 

110.00 

Coffee,         ..... 

100 

95.37 

Beef,  prime  small, 

100 

104.76 

Silver,    bar, 

100 

89.54 

Copper,  Chili  bars,    . 

100 

88.27 
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March,  1873.        April,  1876. 

Flour,  town  made,     ....         100  86.17 

"       New  York, 83.20 

Wheat,  American  red  spring,  at  N.  Y.,  .  .         .      90.06 

Wool,    South  Down  hogs,         .         .         100  80.48 

Saltpeter, 100  80.18 

Cotton,  No.  40  mule  twist,       .         .         100  80.35 

Wheat, 100  81.90 

Pepper, 100  64.77 

Sugar,  foreign  Muscovado,         .         .         100  71.79 

Cotton,  middling  uplands,         .         .         100  68.92 

Coals,  Hetton  Wallsend,  London,      .         100  63.43 

Sugar,  Mauritius,        ....         100  69.08 

Straits  tin, 100  49.14 

Scotch  pig  iron  (warrants),        .         .         100  49.19 

From  this  we  see  that  silver  has  not,  in  matter 
of  fact,  changed  as  much  during  the  time  we  are 
considering  as  many  other  articles.  And  upon  the 
whole,  the  well-known  causes  tending  for  the  moment 
to  depreciate  it  —  the  extra  supply  from  Germany, 
the  want  of  demand  from  the  "Latin  Union,"  and 
the  apprehension  of  the  new  mines — seem  to  us,  as 
far  as  we  can  measure  them,  causes  of  a  far  greater 
probable  effect  than  the  cyclical  causes,  as  far  as 
they  affect  silver.  The  utmost  we  should  be  inclined 
to  say  is,  that  the  cyclical  causes  produced  a  weak 
market,  and  that  the  effect  of  the  other  causes  was 
in  some  degree  aggravated  by  this  weakness.  We 
believe  the  special  causes  affecting  silver  to  be  those 
to  which  its  depreciation  is  principally  owing,  and 
that  the  causes  acting  on  the  value  of  all  commodi- 
ties only  in  ,a  minor  degree  contributed  to  it. 

We  are  not  indeed  sure  that  the  Minute  was 
meant  to  claim  for  the  appreciation  of  gold  more 
than  this  subsidiary  effect ;  but  the  prominent  place 
which  is  given  to  it  might  mislead  unwary  readers 
into  thinking  otherwise.  As  a  whole,  both  in  its  con- 
clusions and  its  reasonings,  the  " Minute"  is  most 
admirable.  India  is  singularly  fortunate  in  having 
rulers  so  well  able  to  understand  and  to  cope  with  a 
difficulty  so  peculiar  and  so  little  expected. 
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XV. 

A    PROPOSED    REMEDY     FOR    THE    DEPRECIATION    OF    THE 
SILVER   COINAGE   OF  INDIA. 

[From  the  Economist  of  Nov.  11,  1876.] 

IT  has  been  suggested  that  the  coinage  of  rupees 
should  be  suspended  in  India ;  that  their  importation 
should  be  prohibited ;  that  gold  should  be  coined  for 
any  one  who  will  take  it  to  the  mint  at  a  fixed 
rate  (say  at  2s.  the  rupee) ;  that  both  rupees  and  gold 
should  be  legal  tender,  which  every  one  must  accept, 
but  that  for  the  present,  at  least,  no  one  should  be 
able  to  demand  gold.  And  in  this  way  it  is  hoped 
that  a  gold  standard  would  be  introduced  into  India, 
without  the  Indian  government  having  to  buy  gold  to 
exchange  for  silver,  the  cost  of  which  would  be  more 
than  it  could  afford. 

But  when  examined,  it  will  be  seen  that  this  is  a 
plan  not  for  introducing  into  India  a  gold  standard, 
but  a  double  standard  of  a  peculiar  sort.  Though  the 
coinage  of  rupees  is  suspended,  they  are  still  to  be 
legal  tender,  and  their  value  will  therefore  continually 
rise;  they  will  be  "monopoly  coins,"  so  to  speak, 
circulating  at  a  scarcity  value,  and  they  will  so  cir- 
culate concurrently  with  gold.  And  this  is  to  be  the 
perpetual  currency  of  India, — for  the  only  motive  for 
thinking  of  it  is,  that  silver  is  already  about  to  fall 
greatly  in  value ;  its  very  adoption  would  for  a  very 
long  time  cause  such  a  fall,  because  it  would  close 
the  Indian  market  against  silver,  and  therefore  the 
cost  of  buying  gold  to  exchange  for  the  rupee  cur- 
rency of  India  will  be,  years  hence,  more  insuperable 
than  it  is  now. 

But  to  this  plan  there  are  the  gravest  objections. 

First,  a  currency  of  "monopoly  coins,"  circulating 
much  above  their  cost  value,  is  sure  to  cause  their 
forgery;  this  is  as  certain  as  that  a  high  tariff  will 
cause  smuggling.  If  silver  should  fall  enough  'to 
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make  this  scheme  worth  thinking  of,  the  gain  by 
coining  rupees  in  India,  or  importing  them  into  India, 
would  be  very  great,  and  we  may  depend  upon  it 
capital  would  go  into  the  business.  Some  of  -the 
shrewdest  people  in  the  world  —  the  American  pro- 
ducers of  silver  —  would  have  an  interest  in  man- 
aging it,  and  we  may  be  sure  they  would  manage 
it.  The  case  must  not  be  confounded  with  that  of 
a  "token  coinage"  of  silver,  such  as  we  have  in  this 
country;  because  our  silver  coins  are  only  legal  tender 
for  small  sums,  and  therefore  great  masses  of  them 
are  useless.  But  in  the  plan  supposed,  "monopoly 
coins "  would  be  the  main  currency  of  India,  and  any 
quantity  of  them  could  be  got  rid  of.  India  would 
seem  to  have  most  unusual  facilities  for  the  opera- 
tion, for  there  are  native  states  embedded  in  our  ter- 
ritory where  we  hardly  know  what  happens,  and  there 
is  a  rich  monetary  class  of  shroffs  and  bankers  who 
would  feel  no  effectual  moral  scruple  against  dispos- 
ing of  illicit  rupees.  The  moral  objection  to  such  a 
currency  as  one  of  perpetual  use  is  very  great ;  for  it 
is  an  incessant  temptation  to  diffused  fraud,  and  this 
evil  would  be  fastened  on  India  forever. 

Secondly,  the  confusion  in  trade  it  would  cause 
would  be  extreme.  Suppose  it  were  now  enacted 
that  no  more  rupees  should  be  coined,  and  that  gold 
should  be  coined  at  2s.  the  rupee,  the  export  trade 
from  India,  now  stimulated  by  the  low  exchange, 
would  be  stopped,  for  the  exchange  would  gradually 
rise ;  nor  for  a  time  at  least  would  the  import  trade 
into  India  find  a  corresponding  gain,  for  a  great 
uncertainty  would  be  produced,  in  which  no  new 
business  would  be  created,  though  old  business  would 
be  stopped. 

Thirdly,  this  would  deprive  India  of  the  great  ad- 
vantage she  will  gain,  if  the  present  state  of  things 
continue,  as  the  entrepot  through  which  silver  is 
introduced  into  the  East.  This  is  always  the  effect 
of  a  lowered  value  of  the  currency  metals.  The  first 
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persons  who  get  them  from  the  mines  gain  much  ; 
those  who  buy  them  from  the  mining  people  gain 
much  too ;  and  so  on,  till  the  depreciation  is  effected. 
In  the  case  of  India,  the  importation  of  silver  will 
gradually  raise  silver  prices  ;  this  will  bring  imports 
into  India  from  other  countries  where  they  have  not 
risen.  For  very  many  years  England  has  in  this  way 
derived  the  greatest  advantage  from  being  the  first 
country  to  which  the  Australian  gold  was  sent,  and 
from  which  it  was  diffused.  The  Indian  Finance 
Minister  is  no  doubt  troubled  by  the  fall  of  silver, 
because  he  has  to  buy  gold  in  London ;  but  India 
itself  will  probably  be  benefited  by  it,  for  it  would 
give  her  an  easy  money  market  and  an  extending 
trade  for  exports  and  imports,  which  the  suggested 
scheme  would  spoil. 

Fourthly,  the  currency  so  introduced  would  be  a 
very  bad  one.  There  would  be  one  currency  fit  for 
foreign  payments, —  the  gold,  —  and  another  not  so  fit. 
The  "monopoly  coins"  would  be  unexportable ;  and 
so  when  any  one  wanted  to  make  a  foreign  payment 
he  would  have  to  get  gold,  which  as  a  rule  would 
make  gold  at  a  premium.  The  effect  would  be  just 
like  that  of  a  plan  often  discussed  formerly  in  Eng- 
land ;  viz.,  making  the  notes  issued  on  securities  by 
the  Bank  of  England  (the  £15,000,000)  inconvertible, 
the  rest  remaining  convertible.  The  "  monopoly " 
rupees  would  be  of  limited  number  and  artificial 
value,  just  like  the  security  or  government  notes  we 
used  to  discuss ;  and  their  effect  would  be  exactly 
what  Lord  Overstone  predicted  in  1857,  in  his  evi- 
dence on  Bank  Acts  :  — 

"Our  affairs  would  then  go  on  very  much  in  the  way  that  a 
man  would  walk  with  one  of  his  legs  six  inches  shorter  than  the 
other.  One  set  of  notes  would  circulate  at  a  depreciation  compared 
with  the  other  set  of  notes  ;  hence  great  inconvenience  and  con- 
fusion would  arise. 

"4050.  What  would  be  the  real  effect  of  it?— The  effect 
would  be,  that  you  would  have  paper  money  of  two  different  char- 
acters in  the  country,  not  of  equivalent  value, —not  circulating 
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indiscriminately  each  for  all  purposes,  but  some  useful  for  one 
purpose  and  some  useful  for  the  other;  and  that  there  would  be 
intolerable  confusion.  A  man  would  have  government  notes,  and 
he  would  present  them  to  another  man  in  payment  ;  that  man 
would  say,  '  I  do  not  want  government  notes :  I  want  to  make  a 
remittance  abroad  ;  I  cannot  get  bullion  for  those  government  notes  ; 
I  will  not  take  them.' 

"4051.  Are  they  both  to  be  a  legal  tender  ?  — They  would  both 
be  a  legal  tender  as  far  as  the  government  is  concerned,  but  the 
government  note  would  not  be  a  legal  tender  between  individuals. 
Then  what  is  that  individual  to  do?  The  other  man  says  to  him, 
'You  must  go  and  get  me  the  other  notes.  Either  you  or  I  must 
pay  a  premium  for  them.' 

"4052.  What  would  be  the  harm  of  that?  — The  harm  would 
be,  enormous  injustice  and  intolerable  confusion." 

In  the  plan  now  suggested,  —  monopoly  coins  being 
compulsory  tender,  gold  not  being  demandable, —  it 
would  be  settled  which  party  should  pay  the  "pre- 
mium " ;  everybody  would  be  obliged  to  take  the 
purely  domestic  medium  of  exchange,  and  to  buy 
with  it  the  medium  which  is  also  of  foreign  use : 
but  in  other  respects  the  evil  would  be  exactly 
what  Lord  Overstone  describes.  There  would  be  two 
currencies  in  the  country,  with  different  values  ;  and 
prices  in  one  would,  as  far  as  the  discrepancy  went, 
be  different  from  those  in  the  other. 

For  a  short  time,  and  during  a  period  of  transi- 
tion, we  can  quite  imagine  that  this  inconvenience 
might  be  endured.  But  the  present  plan  is  by  its 
essence  a  permanent  plan, — a  plan  for  making  a  cur- 
rency for  India  for  all  time  ;  and  then  an  inherent 
effect  *  of  great  magnitude,  such  as  this,  becomes  a 
most  grave  objection.  As  Lord  Overstone  said  of 
the  old  plan: — "Then  you  would  have  a  certain  pro- 
portion of  the  monetary  system  of  the  country  cir- 
culating at  a  discount ;  I  cannot  conceive  a  greater 
state  of  monetary  disorganization  than  that." 

No  doubt  it  is  said  that  the  Indian  government 
may  "regulate"  the  currency,  —  that  it  may  withdraw 

*An  evident  slip  for  "defect.  —  ED. 
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rupees  from  circulation,  that  it  may  add  to  the  gold 
in  circulation,  and  so  equalize  the  value  of  rupees 
and  gold;  but  to  succeed  in  such  an  attempt,  the 
Indian  government  would  want  to  know  the  amount 
of  currency  required  for  foreign  payments, — which 
is  that  which  causes  the  difference  between  silver 
and  gold,  —  and  this  they  never  could  know.  And 
American  experience  of  "gold  sales"  and  greenback 
withdrawals  is  a  great  warning  against  giving  any 
government  the  power  of  arranging  the  currency. 
It  is  sure  to  injure  the  good  repute  if  not  the  real 
good  faith  of  the  government  (for  it  necessarily 
creates  pecuniary  secrets  of  great  value);  and  never- 
theless it  is  not  at  all  sure  to  attain  its  end,  and 
to  equalize  as  is  intended  the  two  kinds  of  cur- 
rency. 

For  these  reasons,  we  cannot  think  that  the  sug- 
gested plan  for  a  new  Indian  currency  would  be  a 
good  one,  even  if  it  could  be  shown  that  silver  was 
sure  to  be  permanently  excessively  depreciated ;  and 
as  the  preponderating  probability  seems  at  present 
to  be  that  it  will  not  be  so  depreciated,  we  are  still 
more  of  opinion  that  it  would  be  unwise  to  begin 
a  policy  on  the  face  of  it,  and  almost  admittedly,  so 
anomalous. 


XVI. 
THE  TRANSITION  STATE   OF  THE  SILVER  MARKET. 

[From  the  Economist  of  Dec.  9,  1876.] 

THE  delicacy  of  the  silver  market  at  present  is  curi- 
ously illustrated  by  the  course  of  the  price  of  silver 
in  the  London  market  this  year :  first  there  was 
an  immense  fall,  and  now  there  has  been  an  equiva- 
lent rise.  The  figures  are  — 
VOL.  V.— 39 
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d.  d. 

In   1876  the  fluctuations  in   January   were  between        56£  and  54£ 

"  "                  February  "  54f  "  53 

"  "                  March  "  54£  "  52£ 

"  "                  April  "  54  "  53£ 

"  "                  May  "  54  "  52 

"  "                  June  u  52  u  50 

"  "                  July  "  51£  "  46| 

"  "                  August  "  53|  "  50 

"  "                  September  "  52T%  "  51 1 

"  "                  October  "  53£  "  52 

u  "                 November  "  55  "  53£ 

Present  price,  Dec.  10,  56%d. 

Such  rapid  changes  of  so  great  a  magnitude  could 
only  happen  in  a  very  delicate  market,  where  a  little 
extra  supply  (or  even  only  an  apprehension  of  an 
extra  supply)  will  at  once  send  down  prices,  and 
where  a  slight  extra  demand  (especially  when  it 
seems  at  all  likely  to  be  permanent)  will  at  once 
send  them  up.  The  delicacy  in  this  case  has  been 
due  to  the  fact  that  the  silver  market  is  now  in 
an  entirely  new  state;  and  that  until  the  conditions 
which  regulate  that  state  are  discovered,  all  dealers 
are  fearful  of  keeping  any  considerable  amount  on 
hand.  They  sell  what  comes  as  it  comes,  which 
sends  down  the  price  ;  and  in  consequence  they  have 
none  to  sell  when  there  is  a  sudden  demand  for  an 
extra  quantity,  and  therefore  the  price  rises. 

In  former  times  it  was  not  necessary  to  keep  a 
stock  of  silver,  and  there  was  no  motive  for  it ;  for 
the  "Latin  Union,"  being  a  collection  of  countries 
with  a  double  standard,  held  an  immense  stock  for 
all  the  world.  If  silver  showed  a  tendency  to  rise  in 
price,  gold  immediately  was  sent  to  purchase  it  in 
the  country  where  it  could  be  obtained  at  a  fixed 
price  in  gold ;  and  similarly,  any  stock  of  silver 
which  accumulated  here  was  carried  off  to  the  "Latin 
Union"  as  soon  as  it  had  the  least  tendency  to  de- 
press the  price.  Much  silver  could  not  be  kept  in 
stock,  and  there  was  no  motive  for  keeping  any.  But 
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now  this  peculiar  organization  has  ceased  to  act,  for 
the  "Latin  Union"  has  practically  ceased  to  be  a 
"double-standard"  league;  because  it  does  not  coin, 
and  therefore  does  not  take  new  silver  in  indefinite 
amounts  when  required. 

The  silver  market  will  therefore  in  future,  like  all 
other  markets,  have  to  secure  its  stability  by  keeping 
a  "stock  on  hand."  Dealers  will  hold  for  what  they 
think  a  good  price,  which  will  usually  prevent  an 
extreme  fall  of  price ;  and  get  rid  of  more  or  less  of 
this  accumulation  when  there  is  an  unusual  demand, 
which  will  commonly  prevent  an  extreme  rise.  But 
a  great  number  of  causes  as  yet  prevent  the  dealers 
from  doing  so.  First,  the  uncertain  quantity  which 
the  German  government  may  at  any  time  sell,  hangs 
over  the  market ;  the  effect  of  the  increase  of  the 
"Council  bills"  on  the  Indian  demand  for  silver  has 
still  to  be  fully  tested  in  practice,  —  indeed,  it  will 
require  years  so  to  test  it ;  the  American  produc- 
tion is  still  an  unknown  quantity,  though  everything 
seems  to  show  that  it  will  be  much  less  than  it 
was  thought  to  be ;  the  "  Latin  Union "  is  still  in 
an  "expectant  attitude,"  and  may  possibly  resume  its 
old  policy.  Till  these  causes  have  ceased  to  operate 
as  powerfully  as  they  now  do,  no  important  stock  of 
silver  will  be  kept,  since  the  future  is  too  uncertain 
to  justify  it ;  and  until  it  is  kept  the  price  will  prob- 
ably fluctuate  a  good  deal,  —  though  not  as  much  as 
during  the  past  year,  when  most  of  the  influences 
that  cause  variation  have  been  at  a  maximum,  and 
most  of  those  which  cause  stability  at  a  minimum. 

The  rise  in  the  price  of  silver  which  has  just 
taken  place  is  as  local  as  the  fall  which  preceded  it ; 
the  great  mass  of  prices  in  the  countries  using  silver 
as  a  money  are  wholly  unaffected  by  it.  Indeed, 
such  perturbations  as  a  rise  of  20  per  cent.,  and  then 
a  fall  to  the  old  level,  during  a  single  year,  in  the 
general  prices  of  great  countries,  would  have  been 
economical  phenomena  such  as  the  world  has  never 
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seen,  and  such  as  would  have  caused  a  vast  derange- 
ment of  transactions. 

The  silver  market  must  settle  down  into  its  normal 
condition  before  we  shall  know  what  will  be  the 
normal  price  of  silver  in  relation  to  gold  or  to  com- 
modities. The  disturbing  forces  with  which  we  have 
had  so  long  to  deal  must  first  pass  away ;  and  until 
they  have  so  passed,  it  will  be  desirable  that  no 
government  shall  involve  itself  in  a  currency  change, 
depending  on  the  mutual  relations  of  silver  and  gold, 
which  has  not  begun  one  already.  Unless  in  case 
of  vital  necessity,  such  currency  changes  should  be 
made  at  the  time  when  the  circumstances  attendant 
on  them  can  be  best  foreseen ;  and  that  is  when  the 
course  of  trade  is  most  regular,  and  the  chief  mar- 
kets in  the  matter  most  in  their  normal  condition 


XVII. 
BIMETALLISM. 

[From  the  Economist  of  Dec.  30,  1876.J 

WE  have  written  much  this  year  on  the  subject  of 
silver,  and  on  the  evils  of  its  depreciation  ;  but  we 
have  hardly,  we  think,  referred  to  the  scheme  which 
some  persons  think  would  set  right  everything,  —  the 
scheme  of  universal  "  bimetallism."  But  the  truth 
is,  that  we  regard  that  scheme  as  so  entirely  beyond 
the  boundaries  of  practical  finance  that  we  did  not 
think  it  worth  discussing ;  and  we  only  discuss  it  now 
because  we  continue  to  receive  ingenious  pamphlets, 
some  of  them  written  by  men  of  business,  which 
maintain  that  it  is  both  practicable  and  advisable. 
We  shall  therefore  state  as  shortly  as  possible  our 
reasons  for  thinking  that  it  is  neither. 

The  plan  is,  that  by  means  of  an  "  international 
conference,"  or  otherwise,  all  nations  should  agree 
to  use  both  gold  and  silver  as  legal  tender  for  all 
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amounts,  and  to  use  them  in  the  same  proportions  ; 
which,  it  is  said,  would  cure  any  evils  which  now 
arise  from  changes  in  the  relative  value  of  gold  and 
silver,  and  in  the  cost  of  production  of  both  or  either 
of  them. 

But  first,  any  such  attempt  would  be  such  an 
alteration  in  the  monetary  system  of  most  countries 
that  it  would  be  difficult  to  get  most  of  them  to  take 
it  into  consideration,  and  impossible  to  induce  many 
of  them  to  agree  to  it.  Take  our  own  case  :  England 
has  a  currency  now  resting  solely  on  the  gold  stand- 
ard, which  exactly  suits  her  wants,  which  is  known 
throughout  the  civilized  world  as  hers,  and  which  is 
most  closely  united  to  all  her  mercantile  and  banking 
habits.  What  motive,  that  an  English  Parliament 
could  ever  be  got  to  understand,  is  there  that  would 
induce  them  to  alter  it  ?  You  cannot  even  begin  an 
argument  which  would  seem  to  have  a  sufficiently 
striking  sound.  Some  time  ago  it  was  indeed  said 
that  the  finances  of  our  Indian  Empire  were  thrown 
into  confusion  by  the  fall  in  the  price  of  silver,  and 
that  therefore  the  English  and  the  Indian  currency 
should  be  assimilated,  and  both  be  on  the  "double- 
standard"  principle.  But  even  in  that  case  the  Eng- 
lish people  would,  rightly  or  wrongly,  never  have 
consented  to  change  their  currency  :  they  would  have 
told  the  Indian  financiers  to  adjust  their  system  of 
raising  a  revenue  to  the  new  circumstances ;  they 
would  not  have  altered  the  sovereign  for  anything 
which  might  happen  to  the  rupee. 

And  still  less  would  the  English  people  think  of 
doing  so  when  silver  has  risen  in  price,  and  when 
our  Indian  finance  is  no  longer  inconvenienced.  They 
would  say,  with  their  usual  untheoretical  common- 
sense,  "This  event  shows  how  dangerous  it  is  to 
make  great  changes  upon  fine  arguments  in  impor- 
tant matters.  You  —  the  advocates  of  bimetallism - 
wanted  us  to  make  a  most  troublesome  and  diffi- 
cult change  to  cure  our  evil,  which  has  now  for 
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a  time  entirely,  and  perhaps  forever,  cured  itself. 
We  certainly  shall  be  cautious  how  we  listen  to  you 
again." 

Then  it  is  said  that  under  our  present  system  the 
fall  in  silver  throws  exchanges  into  confusion,  which 
no  doubt  alters  the  course  of  trade.  But  practical 
commerce  soon  adapts  itself  to  such  changes ;  and 
a  nation  which  at  present  has  a  good  currency,  and 
one  which  suits  it,  would  be  very  foolish  to  make  a 
change  merely  to  keep  the  exchanges  from  possible 
fluctuation.  And  as  we  have  often  shown  before,  the 
fluctuations  in  the  Indian  exchange,  which  have  ham- 
pered our  export  trade  to  India,  are  not  by  any  means 
wholly  due  to  the  change  in  the  price  of  silver :  they 
are  partly  owing  to  the  increase  in  remittances  from 
the  East  for  interest  of  debt,  and  on  other  accounts, 
the  effect  of  which  was  long  suspended,  but  now  is 
fully  felt.  And  as  we  have  also  often  shown,  though 
the  trade  to  India  is  impeded  by  a  fall  of  silver,  our 
trade  from  India — our  imports  from  thence  are  stim- 
ulated ;  the  same  cause  which  tends  to  impair  the 
one  tends  equally  and  necessarily  to  add  to  the  other. 
A  change  in  the  monetary  system  of  any  one  coun- 
try can  rarely  be  effected,  except  to  prevent  some 
great  evil ;  a  change  of  the  system  of  a  very  large 
number  of  countries  could  only  be  made  to  meet  some 
superlative  evil :  and  in  this  case  neither  exists. 

Most  advocates  of  "bimetallism"  now  admit  that 
unless  all  countries  adopt  it,  and  unless  all  countries 
keep  to  it,  it  is  a  very  faulty  system.  It  is  not  a 
currency  of  two  metals,  but  an  alternative  currency, 
sometimes  of  one  and  sometimes  of  another ;  coun- 
tries with  such  an  alternative  currency  always  use 
the  cheaper  metal  and  sell  the  dearer  metal.  Cred- 
itors in  it  are  always  injured,  by  being  paid  in  the 
cheaper  metal ;  debtors  are  always  benefited,  by  being 
enabled  to  pay  in  it.  The  currency  of  France  was 
thus  a  few  years  ago  changed  from  gold  to  silver, 
and  would  now  have  been  changed  back  again  to 
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gold,  if  it  had  not  refused  to  take  the  silver,  and  had 
not  in  so  doing  practically  abandoned  the  bimetallic 
system.  And  a  system  which  requires  that  every 
one  should  agree  to  make  it  good  is  certainly  a  sys- 
tem which  is  difficult  to  make  good,  and  which  is 
always  liable  to  become  bad. 

And  even  if  this  system  was  at  once,  say  by 
"miracle,"  imposed  on  all  the  human  race,  it  would 
be  very  imperfect.  It  forces  an  arbitrary  equation, 
in  which  there  is  no  naturalness,  between  gold  and 
silver ;  but  their  natural  relative  price  has  varied 
exceedingly.  The  following  table,  published  by  Mr. 
Goschen's  Committee,  shows  this  clearly :  — 


Date. 

Ratio. 

Authority. 

A.D. 

1526 
1543 

11.30 
11.10 

{Apparent  relation  of  market  value  as  deduced  from  the 
British  Mint  regulations,  some  absurd  and  unsuccess- 
ful experiments  in  coinage  being  disregarded. 

1575 

11.70 
11.68 

>  French  Mint  regulations. 

1559 

11.17 
11.44 

German  Imperial  Mint  regulations. 

1604 

12.10 

| 

1612 

13.30 

V  British  Mint  regulations  ;  experiments  disregarded. 

1619 

13.35 

I 

1623 

11.74 

Upper  German  regulations. 

IfvtO 

1Q  K-l 

.LOrrU 

1665 

-LO.tJ-L 

15.10 

>•  French  Mint  regulations. 

1669 

14.15 
15.11 

>  Upper  German  regulations. 

1670 

14.50 

British  regulations. 

1679 

15.00 

1680 

15^40 

j-  French  regulations. 

1687-1700 
1701-1720 

14.97 
15.21 

Ratios  calculated  from  the  biweekly  quotations  of  the 
Hamburg  prices  current,  giving  the  value  of  the  gold 
ducats  of   Holland    in  silver   thalers,    down    to    1771, 

1721-1740 

15.08 

and  after  that  in  fine   silver  bars.    The  nominal   par 

1741-1790 
1791-1800 

14.74 
15.42 

of  exchange  during  this  period  was  1  :  14.80,  and  the 
quotations   show    the   variations    of  the    market    rate 

1801-1810 
1811-1820 
1821-1830 
1831-1840 
1841-1850 

15.61 
15.51 
15.80 
15.67 
15.83 

in  percentage  above  or  below  this.    At  par,  six  silver 
marks-banco  were  equivalent  to  one  ducat,  68|4  ducats 
containing  one  mark   (weight)   of  fine  gold,   and  27f 
silver   marks-banco    containing  one   mark  (weight)   of 
fine  silver.     Hence,  6  multiplied  by  68|4,  divided  by 

27|,  equals  14.80,  the  par  ratio. 
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And  the  effect  of  the  bimetallic  system,  if  uni- 
versal, would  be,  to  fill  the  world  with  the  cheaper 
metal  only.  That  which  could  be  brought  to  market 
most  easily  would  come  to  market ;  that  which  could 
least  easily  be  brought  to  market  would  not  come  : 
and  there  would  in  consequence  be  an  incessant  tend- 
ency to  change  of  prices.  No  doubt  that  tendency 
would  be  impeded  by  the  magnitude  of  the  stock  of 
the  precious  metals  which  now  exists,  and  of  which 
it  would  have  to  change  the  value;  but  still  it  would 
exist,  and  would  be  a  constant  evil. 

But  this  and  other  characteristics,  whether  for 
good  or  evil,  which  may  belong  to  universal  bi- 
metallism, are  in  our  judgment  scarcely  worth  con- 
sidering; they  seem  to  us  fit  only  for  theoretical 
books :  because  the  plan  is  only  a  theory  on  paper, 
and  will  never  be  in  practice  tried. 
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MR.  BAXTER. 

MR.  CAVE. 
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DENISON. 
MR.  FAWCETT. 
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LORD  GEORGE  HAMILTON. 
MR.  HERMON. 
MR.  KIRKMAN  HODGSON. 
MR.  HUBBARD. 

MR.  MASSEY. 

SIR  CHARLES  MILLS. 


MR.  SHAW. 
The  RIGHT  HON.  GEORGE  JOACHIM  GOSCHEN,  in  the  Chair. 


MR.  WALTER  BAGEHOT  catted  in  and  examined. 

CHAIRMAN. 

1361.  You  have  been  for  many  years,    I  believe,  the  editor  of 
the  Economist?  —  Yes. 

1362.  I  think  you  have  given  particular  attention  to  this   silver 
question  ?  —  Yes. 

1363.  Have   you   considered   the   relation   between  the  deprecia- 
tion of  silver  and  the  Indian  exchanges  ?  —  I  have   devoted   a   cer- 
tain amount  of  attention  to  it  ;   and  it  appears  to   me  to  be  almost 
certain  that  the  first  immediate  effect  of  the   depreciation  of  silver 
will  be,  to  cause  an  unfavorable  balance  of  trade  with  the  East,  and 
in  consequence  a  great  export  of  silver  to  the  East. 

1364.  It   has   been   alleged   that  the    depression    of   the    Indian 
trade  has  in  part  contributed  already  to  the  depreciation  of  silver?  — 
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I  should  hardly  like  to  give  an  opinion  on  such  a  point  without 
reading  the  evidence  which  has  been  given  before  this  Committee, 
which  I  understand  has  on  this  head  been  contradictory.  It  appears 
to  me  that  to  a  great  extent  the  depression  in  the  trade  has  been 
common  both  to  exports  and  imports,  and  therefore  would  not  affect 
the  balance  of  trade,  or  in  consequence  the  exportation  of  silver  to 
the  East. 

1365.  If  the  fall  in  the  value  of  the  crops  exported  from  India 
to  England  had  been  compensated  by  a  corresponding  diminution  in 
the   exports  from  England  to  India,  trade  might  be   depressed,  but 
the  price  of  silver  would  remain  unaffected  ?  —  Quite  unaffected,  as 
far  as  that  goes.  , 

1366.  Do   you  share  in  the  view  that  has  been  expressed,  that 
the  dra/ts  of  the  Council  of  India  have  contributed  considerably  to 
the   depreciation  of   silver  ?  —  I    should    rather  put  it  in  this  way  : 
that   the   drafts   in   India   represent   an    increase   in   the   tribute  —  a 
beneficial  tribute,  no  doubt  —  which  India  pays  to  this  country  ;  and 
of  course  that,  being  a  payment  which  she  has  to  make,  alters  the 
exchange,  tends   to    make   it   unnecessary  to   remit   silver  from  this 
country,  and  therefore  diminishes  the  demand  for  silver. 

1367.  Do   you  believe   that    the   fall   in  the   price  of  silver  has 
operated  unfavorably,  or  is  calculated  to  operate  unfavorably,  on  Ind- 
ian trade,  either  temporarily  or  permanently  ?  —  I  should  say  that  the 
effect  of  the  depreciation  of  silver  was,  to  cause  an  increased  export 
of  goods  from  India  to  this  country,   a  diminished  export  from  this 
country  to  India,  and  in  that  manner  to  cause  an  unfavorable  bal- 
ance of  trade. 

1368.  Could   you  explain   that   a  little   more  fully  to  the  Com- 
mittee ?  —  I  think  the  increase  of  the  export  of  goods  from  India  to 
this  country  will   arise  in  this  way:  —  A  merchant  in  London,  who 
is  thinking  of   importing  goods  from  the   East,  looks   at  the  price 
current  in  Calcutta,  and  he  sees  the  price   quoted   in  rupees.     The 
merchant  in  London  is  in  possession  of  sovereigns  in  London,  there- 
fore he  has  two  operations:  first,  he  has  to  buy  his  rupees  in  India; 
next,  with  those  rupees  he  has  to  buy  the  article  which  he  saw  in 
the  price  current.     The   question   of  profit  and  loss  to  him  is  com- 
pounded of  the  result  of  those   two  operations  ;    if  therefore  he  can 
buy  his  rupees  in  Calcutta  on  more  favorable  terms,  he  will  find  it 
to  his  interest  to  go  into  a  speculation  which  would   not   otherwise 
be  profitable.     If  he  can  get  rupees  at  Is.   8d.   instead  of  2s.,  and 
he  can  buy  his  goods  in  Calcutta  with  the  same  number  of  rupees, 
that  is   so   much   extra  gain  to  him.     Conversely,  the  English   ex- 
porter  of  goods  to   the  East  will  receive   payment  in  rupees,   and 


APPENDIX.  619 


he  will  have  to  sell  those  rupees  ;  and  if  he  sells  them  for  a  less 
amount  of  sovereigns,  he  will  suffer  a  loss,  and  that  is  a  discour- 
agement to  exporting  from  this  country  to  India.  The  result  of 
these  two  operations  —  of  the  encouragement  of  exports  from  India 
to  this  country,  and  the  discouragement  of  exports  from  hence  to 
India  —  necessarily  is,  an  increase  of  the  balance  which  this  coun- 
try has  to  pay  to  India,  and  consequently  a  flow  of  silver  to  the 
East. 

1369.  And  is  so  far  a  counterbalancing  element  tending  to  raise 
the  price  of  silver,  as  compared  with  the  other  causes  which  have 
been  mentioned   which  might  depress  the  price  of  silver  ?  —  Quite 
so ;   and  I  should  say,  a  cause  of  even  greater  magnitude  than  any 
which  tend  to  depress  it. 

1370.  It  is  a  rectifying  cause?  —  A  rectifying  cause,  and  a  rec- 
tifying  cause    of   the   first    magnitude;    because    what   I    have    said 
extends  not  only  to  India,  but  to  all  countries  which  have  a  silver 
currency.     Those  countries  are  the  great  majority  of  the  world;  the 
circulation  of  silver  in  those  countries  is  something  enormous,  and 
to  all  those   countries  you  will  have   to   send   a   certain   amount  if 
the  depreciation  of  silver  continues.     The  quotations  of  prices  in  all 
those  countries  are  made  in  silver  ;  traders  with  those  countries  have 
to  go  through  the  operation  both  ways,  as  to  exports  and  imports, 
which  I  have  described,  in  silver.     As  to  all  those  countries,  there 
will  be   a  bounty  on   exporting  from  them    and   a  discouragement 
to  importing  into  them;   and  in  consequence,  to  every  one  of  those 
there  will  be  a  flow  of  silver. 

1371.  In  order  that  the  Committee  may  thoroughly  possess  them- 
selves of  those  particular  points,  do  I  understand  you  correctly  that 
the  operation  is  as  follows :   A  depreciation  of  silver  in   India  and 
the  depreciation  of  the  Indian  exchange  have  the  following  effect: 
that  a  London  merchant  desiring  to  speculate  in  Indian  produce  will 
be  able  with  his  gold  to  buy  a  larger  number  of  rupees;   and  that 
if  the  prices  remain   stationary  in   India,   he   will,  having  a  larger 
number  of  rupees,  be  able  to  buy  the  exports  of  India  at  a  cheaper 
rate  himself,  and  therefore  make  a  larger  profit  ?  —  Yes,  that  is  one 
side  of  the  operation. 

1372.  And  on  the  other   side,  that  the  exporter  of  goods  from 
this    country   to    India   will   realize,    if   the    prices   have    not    risen 
(which    is    the    same    supposition),    the    same    number   of  rupees   in 
India,  but  in  turning  them  into  gold  he  will  find  that  the  identical 
number  of   rupees  will  furnish  him  with  a  smaller  amount  of  gold 
in   return   here   for   his    outlay,  and   that   therefore   he  will  make  a 
less  profit  ?  —  Yes,  that  is  exactly  my  meaning. 
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MR.  FAWCETT. 

1373.  That  opinion,  though,  is  based  on  the  supposition  that  as 
the  ^depreciation  of  silver  continues,  the  prices  remain  stationary,  is 
it  not  ?     But  very  soon   after   the   depreciation  commences   in  those 
countries  where  silver  is  a  standard  of  currency,  the  rise  in  prices 
will  be  exactly  proportioned  to  the  depreciation  of  silver  ?  —  When 
it  is,  of  course,  the  encouragement  is  withdrawn. 

1374.  After  all,  the  depreciation  of  a  metal  which  is  chosen  for 
the  standard  of  currency  is  measured  and  is  marked  by  the  rise  in 
prices,  — that  is  what  "depreciation  of  money"  means  :  if  you  say  that 
money  is  depreciated  10  per  cent.,  you  mean  that  prices  have  risen 
10  per  cent.  ?  —  I  do  not  quite  understand  the  question  you  ask. 

1375.  If  gold  were  depreciated  in  this  country  10   per   cent.,  it 
means  that  gold  possesses  10  per  cent,  less  purchasing  value  ? — Yes. 

1376.  Or  in  other  words,  prices  had  risen  to  that  extent  ?  — Yes. 

1377.  The   same    way  in   India,  where    silver,  not   gold,    is   the 
currency;   if   silver  is  depreciated   to   a   certain  extent,  prices   must 
rise    to   the    same   extent  :   therefore  your   reasoning   is   based   on  a 
hypothesis  which  cannot  take  place  in  actual  life  ?  —  No ;   I  consider 
that  it  is  based  on  the  present  facts.     The  purchasing  power  of  gold 
over  silver  by  the  English  merchants  is  at  this  moment  increased,  — 
gold  will  buy  a  great  deal  more  silver  than  it  used  to  do:  but  the 
silver  prices  of  articles   in   Calcutta  have  not  been  affected  ;    silver 
is  not  as  yet  depreciated  in  the  East.     It  is  only  during  the  process 
of  depreciation  that  my  argument  holds. 

CHAIRMAN. 

1378.  "When   I   asked   you   your   opinion,  I   drew   a    distinction 
between  a  temporary  effect  and  a  permanent  effect:   the  opinion  you 
have  stated,  I  understand  you  to  mean,  is,  the  temporary  and  first 
effect  ?  — Yes ;   as  soon  as  the  depreciation  of  silver  as  respects  the 
Indian  commodities  is  equal  to  its  depreciation  as  respects  the  gold 
of  the  English  merchant,  then  the  process  which  I  have  described 
is  at  an  end. 

MR.  FAWCETT. 

1379.  What  I  understand  is  this  :    that  for  a  time — it  may  be 
shorter  or  longer  —  during  which  the  depreciation  of  silver  may  take 
place  without  affecting  general  prices,  you  have  indicated  the  prices* 
which  will  exercise  an  influence  to  restore  the  value  of  silver  to  its 
former  level  of  value  ?  —  The  point  I  wish  to  make  before  the  Com- 
mittee is  this  :    that  all  over  the  East  the  process  I  have   described 

*An  evident  misprint  for  "process."  —  ED. 
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will  go  on  ;  and  that  to  depreciate  silver  2  per  cent,  all  over  the 
East  will  require  a  vast  amount  of  silver  currency,  because  the 
region  is  so  large.  No  doubt  it  will  stop  when  the  depreciation  of 
2  per  cent. ,  or  whatever  it  may  be,  has  been  effected  ;  but  that  will 
take  a  long  time. 

CHAIRMAN. 

1380.  The  first   operation   is   such  as  you  have   described  ;    the 
next  operation  would  probably  be,  would  it   not,  that  the   prices   of 
commodities  in  India  would  rise  ?  —  Yes. 

1381.  While  silver  had  been  depreciated?  —  Yes. 

1382.  Then  in  proportion  as  the  price  of  silver  rose,  you  would 
require  a  larger  amount   of  silver  to   do   the  work  than  had  been 
used  before  ?  —  Yes. 

1383.  That  increasing  need  for  silver  to  pay  for  the  aggregate 
increase  due  to  the  rise  in  prices  would  be  spread  over  a  vast  sur- 
face, in  your  opinion  ?  —  Yes,  that  is  my  meaning. 

1384.  Namely,  over   the   countries   with   the   silver  valuation  in 
the  East  generally  ?  —  Yes. 

1385.  The  greater  demand  for  silver  during  this  process  would 
tend  to  arrest  the  fall  of   silver,  pro  tanto,  in  your  opinion  ?  —  That 
would  be  a  main   cause,  supposing  other   causes  which  tend  to  de- 
preciate silver  to  have  the  effect  which  is  supposed. 

1386.  In  the  first  instance,  prices  might  remain   stationary  for 
a    short   time  ;    then    the    flow   of  silver   would    take   place   to   the 
country,  owing  to  the  encouragement  to  export  and  the  discourage- 
ment of  import  ? —  Yes. 

1387.  And  when  that  was  past,  and  prices  rose   to  their   level, 
so  that  there  was   neither  that   encouragement  nor  discouragement, 
the  aggregate  amount  of  silver  needed   for  the   commerce   of  those 
countries  would  have  been  increased?  —  Yes. 

1388.  After  a  rise  of  price  all  over  the   East,  due  to  the  depre- 
ciation of  silver,  more  silver  would  be  required  for  carrying  on  the 
general   trade   of  those   countries  than   before? — Yes;    to    a    very 
great  extent. 

1389.  Have  you  at  all  calculated  the  surface  covered  by  what 
is  called  the   silver    "valuation,"    as   compared  with  that  which  is 
covered  by  the  gold  valuation  ?  —  It  used  to  be  said  until  a  few  years 
ago  that  England  and  Portugal  were  the  only  countries  where  gold 
was  the  standard  of  value  ;    and  there  were  certain  countries  which 
had  a  double  standard,  but  those  were  not  very  many  ;   and  all  the 
rest  were  silver.     Silver  was  the  normal  currency  of  the  world,  and 
from  a  natural  cause  ;   because  silver  is  a  much  cheaper  metal  and 
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is  suited  to  those   small  transactions  which  constitute  the  bulk  of 
the  dealings  of  mankind. 

1390.  Have  you  examined  the   statistics   which  are   available   to 
the  public  with  regard  to  the  aggregate  amount  of  silver   and   gold 
in  various  countries  ?  —  I  have  examined  them,  but  I  regret  to   say 
that  I  do  not  think  they  are  of  such  value  as  to  be  made  the  basis 
of  sound  reasoning  in  such  investigations  as  this.     It  appears  to  me 
that  you  neither  know  with  certainty  the  present  stock  of  silver  in 
the  world,  nor  are  you  able  to  estimate  the  probable  augmentation  of 
it  ;   nor  do  you  know  the  effect  which  any  given  percentage,  say  10 
per  cent,  on  the  stock,  would  have   upon   its   value.     The   last   part 
is  a  matter  which  has  not  even  been  discussed,  I  think. 

1391.  You  would  question,  after  all  the   study  you  have   given 
to  the  subject,  both  the  accuracy  and   the  real  substantial   value   of 
figures  that  go  into  the  aggregate  amount  of  silver  and  gold  in  the 
world,  and  the  proportions  of  the  metals  to  each  other  ?  —  I  do  not 
believe  they  are  worth  the  paper  on  which  they  are  written.     I   do 
not  consider  that  any  one  knows   anything   about   them,  or  has  the 
means  of  knowing. 

1392.  To  resume  the  point  of  the  effect   of  the  depreciation  of 
silver  on  the  Indian  exchanges,  which  is  one  point  referred  to  this 
Committee, — can    you  treat   that    question    as    one   of  exports    and 
imports   between    India   and   this   country    alone  ?     I    have   heard   a 
remark  with  regard  to  the  effect  upon  other  countries.  —  Of  course 
it  will  be  evident  that   if  this   country  has   to  export   silver  to  the 
East,  it   must  buy  that  silver  somewhere.     That  silver  it  will  have 
to  buy  in  America  ;    and  therefore   a  consequence   of  the   new   state 
of  things  will  be,  that  the  English  exporters  of  goods  to  some  parts 
of  the  world  will  be  benefited.     I  do  not  say  the  English  export- 
ers  of  goods  to  America,   for   probably  we   shall   not  pay   America 
directly.     The  nature  of  the  trade  between  America  and  this  coun- 
try is,  that   America   sends   us   directly  a  great   deal  more  than  we 
send  her,  and  America  buys  in  various  parts  of  the  world  coffee  and 
rice  and  tea  and  a  variety  of  articles,  and  that  the  sellers  of  those 
articles  draw  upon  England,  and  so  the  balance  is  struck  ;  we  shall 
have  to  pay  America  in  some  way  for  the  silver,   and  we  shall  pay 
her  by   exporting  to  the   countries  from   whom   she    buys    some   of 
those  articles  :    and  therefore,  though  it  is  perfectly  true  to  say  that 
the  effect  of  the   depreciation   of    silver  may  be   unfavorable  to  the 
English  exporter  of  goods  to  the  East,  yet  it  will  be   favorable  to 
another  class  of  English  exporters,  —  that  is  to  say,  those  who  pay 
America. 

13S3.     You  mean  this:   that  as  the  silver  is  to  be  produced,  and 
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comes  to  Europe,  or  when  it  comes  to  Europe,  it  must  be  paid  for 
by  some  means  ?  —  It  comes  here,  and  we  must  pay  for  it.  We 
shall  pay  for  it,  not  to  America  directly,  in  all  probability,  but  by 
exporting  goods  to  various  parts  of  the  world  where  America  buys. 
She  buys  in  Brazil,  in  Cuba,  and  in  the  East,  and  in  France,  and 
all  those  countries  draw  drafts  upon  England,  and  ultimately  the 
account  is  settled  in  commodities. 

1394.  If  .America   draws  more  Eastern  produce  in   consequence 
of   producing   more    silver,  and    therefore   having    something  to  sell 
which  it  can  turn  into  commodities  abroad,   then  a  certain  amount 
of  new  purchasing  power  is  given  to  those  countries  from  which  it 
draws  its  exports  ? — Yes. 

1395.  And  that  purchasing  power  they  may  again   avail  them- 
selves   of    in    purchasing    from    this    country  ?  — Yes ;    such   are    the 
dimensions    of  our  trade,  that  ultimately  they   come  to  buy  of  us. 
We  are  the  great  settling-house  of  the  world. 

1396.  Have    you    examined    the    effect    of   the    depreciation    of 
silver  upon  our  trade  up  to  this  date  ?  —  I  cannot  say  that  I  have 
made  such  an  examination  of  it  as  I  should  like  to  lay  before  the 
Committee,    especially    as   I   understand    that   contradictory  opinions 
have    been   expressed    upon    it;    and   I    should    rather    rely   on   the 
general  principle  I  have  stated,  because  the  facts  of  a  particular  year 
are  far  more  difficult  to  discover  than  the  general  tendencies  which 
operate  over  a  long  period  of  time. 

1397.  There    are    so   many  disturbing    causes    in   any   particular 
year  ?  — Yes ;   and   it   is   so    difficult   to   get    at  the   precise  facts  of 
any  particular  year.     Statements   may  be  made  as  to  depression   of 
particular  trades :    well,  what  does  ' '  depression  "  mean  ?   the  traders 
will  not  come  and  show   you   their  books.     You  ought  to  have   a 
comparative  statement  of  their   profits  in  the   period   at  which  the 
depression  is  said  to    commence,  and   at  the   period   of  which  you 
are  talking  :   now,  no  such  account  is  ever  given  in,  and  therefore 
you   are   dealing    with   a    statement   which   you   have   no    means    of 
measuring  or  testing. 

1398.  Do  I  understand  you  rather  to  question  the  prolonged  de- 
pression in  the  Indian  trade  ?  —  I  do  not  doubt  that  there  is  a  great 
depression  in  the  export  trade  from  this  country,  and  that  that  arises 
very  largely  from  the  causes  of  which  I  have  been  speaking.     The 
depreciation    of  silver  has  necessarily  caused  discouragement  to  ex- 
port to  the  East;   the  people  who  most  call  themselves  the  "Eastern 
trade"  are  the  exporters  to  the   East. 

1399.  Unless  the  manufacturers  and  producers  in  our  manufac- 
turing districts  have  got  stocks  of  articles  already  manufactured  for 
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India  which  they  are  bound  to  sell  ?  —  No  doubt  they  will  have  to 
sell  them  practically  at  reduced  prices;  because  they  will  sell  them 
in  rupees,  and  when  they  bring  these  rupees  home  they  will  yield 
less  in  sterling  money. 

1400.  Still,  if  they  are  manufactured  they  would  be  likely  to  be 
exported  ?  — Yes,  and  perhaps  for  other  reasons.  Some  part  of  the 
export  trade  —  I  would  not  at  all  say  it  is  true  of  the  Eastern  trade, 
but  some  amount  of  trade  —  is  carried  on  by  drawing  on  consignees 
for  the  creation  of  bills,  which  bills  are  discounted  in  this  country  ; 
and  that  trade,  which  is  not  of  a  very  healthy  description,  will 
always  go  on,  whatever  the  prices  may  be. 

1401.  Do  I  understand  you  to  mean,  in  very  general  terms,  that 
it   is  difficult   to   arrest   any  particular   branch  of   manufacture   and 
export  the  moment  it  becomes  unprofitable  ?  — Very  difficult  indeed. 
In  the  first   place,  an   amount   of   fixed   capital  is  sunk  in  it  which 
has  to  be  moved,  and   people  have  formed  habits  and  connections; 
and    such    a   general    cause    as    I   have    been    speaking    of   will   not 
operate  perhaps  for  a  considerable  period  of  time. 

1402.  The  export  trade  from  this  country  to  another  great  con- 
suming  country   might  be   prolonged   sometimes   without    its    being 
exactly  evidence  that  that  export  was  the  result  of  sound  trade  and 
permanent  causes  ?  —  Quite  so  ;   without  its  being  at  all  a  conclusive 
indication  that  it  was  such  a  trade  as  ought  to  be  carried   on,   or 
such  a  trade  as  anybody  would  begin. 

1403.  Would  the  depreciation  of  silver  have  this  effect, —  that  it 
would  prevent  the   extension   of   business   or  the   initiation   of  new 
business    while    alarm    was    felt    as    to    the    uncertainty    of  returns 
through  the  fluctuations  in  silver,  but  it  would  not  cause  an  imme- 
diate cessation  and  diminution  of  the   trade  ?  — Yes,  it  would   have 
that  effect ;   it  would  have  a  gradual  tendency  in  that  direction,  —  a 
tendency  to  make  the  export  trade  to  India  cease. 

1404.  Turning    to    another    subject, — the    evidence   before    the 
Committee,  I  think,  has  been  generally  to  the  effect  that  the  depre- 
ciation  of   silver  has   been    caused   by  the   increased   production   or 
the  impression  produced  by  the  increased  production  in  America,  by 
the   demonetization  in   Germany,  and  by  the  increase   of  the  drafts 
of   the    Indian    Council:    do    you    agree    in    the    existence    of    these 
causes?  —  I  think   that  those  causes  are  real,  but  I  think  a  fourth 
ought  to  be  added  to  them. 

1405.  What  is  that  fourth  cause  ?  —  A  number  of  states  which 
are  grouped  together  in   what   is  called   the   "Latin   Union"   have 
ceased  to  coin  silver   ever  since  the  year  1874  in  the  same  manner 
which   they   did  before.     As   the    Committee   are    aware,    the    Latin 


APPENDIX.  625 


Union  is  a  name  for  five  states,  — France,  Belgium,  Italy,  Switzer- 
land, and  Greece, — which  up  to  the  year  1874  had  what  they 
called  a  "double  standard"  ;  that  is  to  say,  silver  and  gold  were 
tenders  for  any  amount  for  debts,  and  the  coinage  was  framed  on 
the  relation  of  15£  to  1.  Up  to  that  time  it  was  open  to  anybody 
to  go  to  the  French  or  any  other  mints,  with  silver  or  gold  as  the 
case  might  be,  and  get  it  coined.  The  consequence  of  course  was, 
that  the  moment  [either]  metal  became  depreciated,  the  holders  took 
it  to  those  mints  and  had  it  coined  ;  but  in  the  year  1874  that 
process  was  arrested,  because  those  governments  limited  the  amount 
of  silver  which  they  would  coin  :  and  if  it  had  not  been  for  that 
change  of  policy,  all  the  silver  which  is  now  flooding  the1  London 
market  and  lowering  the  price  would  have  been  long  since  in  the 
mints  of  those  countries  ;  it  would  have  released  gold  from  them, 
and  the  combined  effect  of  the  two  operations  would  have  been, 
that  the  comparative  value  of  gold  and  silver  would  have  been  very 
little  altered,  —  probably  not  at  all. 

1406.  Without  giving  an  opinion  as  to  whether  they  did  right 
or  wrong   in   the  steps   they  have  taken,   do   I   understand   you   to 
mean  that  their  abstention  from  purchasing,  whereas  formerly  they 
were  buyers,  must  be  added  to  the  effect  of  the  demonetization  in 
Germany  ?  —  The  operation  of  the  double  standard  caused  a  supply 
on   speculation.     The  moment   any  one  of  the  two  metals  becomes 
depreciated,  there   is   a   motive   to   any  bullion   dealer   to   take   the 
depreciated  metal  to   the   mint,  leave   it  there,  have  it  coined,  and 
with  that  he  can  buy  the  appreciated  metal  and  have  a  profit  :   in 
that  way,  in  former  times,  the   old   silver  currency  of  France   was 
entirely  taken  away  and  gold  substituted  for  it,  merely  because  gold 
was  cheaper  ;   in  the  same  way  now,  if  the  Latin  Union  continued 
to    coin   as  before,  gold   would   have   been   taken   away   and  silver 
taken  back. 

1407.  Are  you  aware  that  the  stock  of  silver  in  the  Bank  of 
France   has   increased   of  late   years  ?  — Yes,  I   am   aware  that  it  is 
now  twenty  millions  or  more. 

1408.  You  contend  that   but  for  their  cessation  of  coinage,  a 
larger  figure  than  that  would  have  accumulated  ?  — Yes,  and  gold 
would  have  been  taken  away  from  them. 

1409.  To   the   same   amount? — To    an    equivalent   amount,  not 
only  of  France,  but  the  Latin  Union  generally. 

1410.  There  has  been  once  or  twice  before,   has  there  not,    in 
France,  a  change  from  silver  to  gold  and   from  gold  to   silver  ?  — 
Yes:   we    were    enabled   to    pay   India  in    silver   for   the   cotton  we 
wanted  during  the  famine,  by  getting  it  from  the  French  currency 
in  this  way. 

VOL.  V.— 40 
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1411.  Was  France  at  that  time  drained  of  a  large  portion  of 
its  silver  currency  ?  —  A  very  large  portion.  It  was  the  saying  in 
France  at  that  time,  "The  English  have  taken  away  the  silver," 
meaning  that  we  had  sent  it  to  India.  It  was  quite  true  that  it 
was  bought  up  with  gold. 

1412.  Did  we  pay  a  premium  on  silver  at  the  time?  —  Gold 
was  much  depreciated  as  against  the  legal  equation,  just  as  silver  is 
now  against  the  legal  equation,  and  therefore  it  was  profitable  to 
send  gold  to  the  mint. 

1413.  Had  the  governments  in   the   Latin   Union   not   curtailed 
their  coinage  even  before  the  year  1874?  — 1874  is  the  first  year  in 
which  they  made  a  treaty  on  this  subject,  I  think. 

1414.  Can  you  state  to  the  Committee  any  facts  with  regard  to 
the  legislation  as  to  Holland  ?  —  It  appears  to  me  that  the  difficulty 
of  Holland  in  this  question   is   far   greater   than  that   of  any  other 
country ;   because  they  have,  as  England  has,  an  Indian  Empire,  and 
they  have  the   same   currency  in  the   Indian   Empire   as  they  have 
at  home.     They  are  much  in  the  same  position   that  we  should  be 
in  if  we  had  a  rupee  currency  here,  and  we  thought  of  demonetiz- 
ing rupees.     It  has  been  proposed  to  demonetize  the  Dutch  dollar, 
which  is   the   coinage   both  of   Holland  and  of  Java,  and  of  other 
Dutch   possessions,    which   circulates    in    the    East    to    an   enormous 
extent. 

1415.  The  Dutch  dollar  has  not  yet  been  demonetized  ?  —  It  has 
not  ;    but  proposals  are  constantly  being  made,  and  an   experimental 
step  was  made  last  year  towards  its  demonetization. 

1416.  Was    a   bill   passed    with    regard   to   it?  —  Yes;   but  like 
many   experimental   measures,    it   was   very   complex.     I   should   not 
like  to  explain  its  exact  effect  ;   I  have  had   it   explained  to   me  in 
various  ways.     It  was  a  small  act  in  itself,  and  only  of  importance 
as  an  indication  of  a  policy  which  was  to  follow. 

1417.  Was  it  a  temporary  act  or  a  permanent  act  ?  —  Temporary. 

1418.  To  cease  when  ?  — To  cease  very  soon,  I  think  ;    but  I  am 
not  perfectly  certain. 

1419.  As  a  matter  of  fact,  when  that  act  ceases,  will  the  govern- 
ment of  Holland  have  to  make  up  its  mind  one  way  or  the  other 
again,  and  to  take  some  measures  ?  —  Either  to  make  a  change,  or 
leave  things  as  they  are  ;    Holland  demonetized  gold  years  ago,  and 
has  only  a  silver  currency. 

1420.  As"  a   matter   of   fact,  without   expressing   any   speculative 
opinion,  they  have  not  yet  established  a  gold  valuation  ?  —  No;  they 
have  greater  difficulties  in   going   in  that   direction   than  any  other 
country. 
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1421.  I  have   seen  it  stated  in   some   publications   that   Holland 
was  one  of  those  countries  that  adopted  the  gold  valuation  ?  —  That 
is  a  complete  error  ;   many  circumstances  much  impede  them   in   so 
doing. 

1422.  Have   they  been  buying   silver   or  gold  latterly,    to  your 
knowledge? — I  could  not  lay  the  details  before  the  Committee. 

MR.  FAWCETT. 

1423.  The  Latin  Union,  or  the   Latin   Convention,  continues  in 
operation  till  1880,  does  it  not? — Till  some  date  of  that  kind. 

1424.  Therefore  its  policy,  which  you  think  has  been  influential 
in  assisting   the   depreciation    of   silver,  will   continue   till   the  time 
when  it  ceases,   when  the   confederation   breaks  up  ?  —  Not  necessa- 
rily :    it  has  an  annual  meeting,  by  which  it  determines  the  amount 
of  silver  which  it  will   coin.     I   should  say   that   in   1874   they  had 
made  a  cardinal  alteration  in  their  policy  ;   the  theory  of  the  double 
standard  is,  that  any  one  should  be  able  to  bring  his  money  to  the 
mint  and  get  it  coined  in  any  amount,  but  that  was  altered. 

CHAIRMAN. 

1425.  What  was   the   original   policy    of  the  Latin   Union  ?  —  It 
was  the  policy  of  the  double  standard,  as  it  is  called,  in  which  both 
gold  and  silver  circulate  and  are  legal  tenders  for  any  amount,  and 
in  which  the  relation  between  them  was  that  of  15£  to  1. 

1426.  What  was  the  object  of  their  combining  ?  —  It  was,  I  sup- 
pose, partly  a  political  movement  on  the  part  of  the  French  Empire 
to  gain  an  influence   in  those  countries,  and  partly  the   natural  wish 
of  countries  so  intimately  connected  to  have  the  same  coinage  ;  and 
they  adopted  the  French  coinage  of  that  time,   as  being  that  of  the 
predominant  power. 

1427.  The  Latin  Union  was  not  formed  with  reference  at  all  to 
the   question    as  between   silver   and   gold  ?  —  They   simply   adopted 
the  French  currency  of  that  time. 

1428.  The  policy  to   suspend  the  coinage  is  the  common  policy 
that  has  been  adopted   by  them   in  the  course  of  their  union,   but 
is  not  one  of  the  principles  of  their  union  ?  —  It  is  contrary  to  the 
fundamental  principles  of  their  union.       They  gave   up   the   double 
standard  the  moment  they  allowed  their  metal  to  be   limited  ;    the 
cardinal  principle  was  abandoned. 

MR.  FAWCETT. 

1429.  Did  not  they  come  to  some  agreement  with  reference  to 
the  coinage  of  silver,  which  agreement  was  to  continue  in  operation 
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till  1880  ?  I  think  we  have  had  evidence  to  that  effect.  —  They  met 
annually,  and  determined  the  amount  of  silver  which  they  should 
coin. 

1430.  I   think   Mr.  Giffen    gave   the    evidence,  but   I   fancy   we 
have  had  evidence  to  this  effect  :    that  when  they  met  in  1874,  one 
of  their  agreements  was,  that  they  should  continue  a  certain  policy 
with  regard  to  the  coinage  until  1880,  and  that  they  should  be  bound 
by  that   agreement  until  that   year  ?  —  They  re-vote   annually  what 
the   amount   shall   be  ;    and  it  is  open    now   to   the    annual   meeting 
to  change,  and  to  go  back  to  the  double  standard  pure  and  simple. 
In    1874   the   amount   which   they  agreed    to    coin   was   £4,800,000  ; 
in  1875  it  was  raised  to  £6,000,000,  and  now  it  has  gone  back  to 
£4,800,000  in  1876.     It  is  divided  between  the  countries. 

1431.  You    say   they    cardinally    changed    their    policy   in    1874 
with  regard  to  the  coinage  of  silver,  and  their  policy  with  regard  to 
the  future  of  course  is  uncertain?  —  Very  uncertain.     It  is  a  possi- 
bility —  I  do  not  say  that  it  is  a  probability  —  that  they  might  begin 
to  coin  silver  in  unlimited  amounts,  and  that  would  take  the  silver 
off  the  market. 

1432.  On  the  other  hand,  it  is  possible  that  they  may  continue 
this  policy,   which  you  think   has  been  influential  in   assisting  the 
depreciation  ?  — Yes ;   or  they  may  go  further,   and   demonetize   the 
silver  in  France.     That  has  been  proposed,   and  that  would   throw 
an  additional  amount  of  silver  on  the  market. 

1433.  Their  policy  one  way  or  the  other  will  have  a  considerable 
effect  either  in  promoting  the  depreciation  of  silver  or  in  retarding 
its  depreciation  ;   and  that  policy  with  regard  to  the  future   is,  in 
your  opinion,  obscure  and  uncertain  ?  — Yes ;   it  will  be   a   force   of 
the  first  magnitude. 

1434.  You   would   not   like,  at  any  rate,    positively  to   predict 
in  what  direction  that   force,    which  you  have  described  as  one  of 
the  first   magnitude,    will   operate  ?  —  I   think   there   are   very  great 
difficulties  in  the  way  of  demonetizing  silver  in  France:   and  it  is 
certain,  I  believe,  that  the  present  rulers  of  France  wish  to  preserve 
what  they  call  an  ' '  expectant  attitude, "  and  to  continue  the  present 
state   of  things,  only   coining   limited   amounts  ;   but  whether  they 
will  be  able  so  to  continue  I  do  not  know. 

1435.  Do  you  think  that  one   element   in   considering  what  the 
value   of  silver  is,  is  this,  —  that  the  value  of  the  precious  metal, 
after  all,  is  determined  by  the   same  considerations  as  the  value  of 
any  other  mineral  or  any  other  commodity,  and  that  consequently  the 
cost  of  producing  those  metals,  or  the   cost   of  raising  them,  must 
have  an  important  bearing  on  their  future  value  ?  —  Undoubtedly. 


APPENDIX.  629 


1436.  Therefore,  if  the  cost  of  producing  silver  should  greatly 
diminish,    that   must    sooner  or  later,    just  in   the   same  way  as  if 
the  cost  of  producing  any  other  article  greatly  diminished,  have  its 
effect  upon  its  value  ?  —  That  will  of  course  have  an  effect  upon  the 
value,  but  it  will  be  limited  by  several  considerations.     One  is,  that 
it  is  the  cost  of  production  under  the   most   difficult   circumstances 
which   regulates    the   price  ;    not   the   cost   of  production    in    those 
mines  of  splendid  fertility  which  we  hear  of,  but  the  cost  of  pro- 
duction in  the  least  of  the  old  mines  which  keeps  itself  at  work. 

1437.  To   draw   an    analogy,    if   you    suddenly    discovered   in   a 
country  a  great   tract   of  fertile   land,   the  immediate  effect  of  that 
land  being  discovered,  which  would  enable  agricultural  produce  to 
be  produced  cheaper,  would  not  necessarily  be,  to  lower  the  value  of 
agricultural   produce  if  the   demand   for  it  keep*  on  increasing,   so 
that  it  was  necessary  to  keep  the  (comparatively  speaking)  unfertile 
land  in  cultivation,  which  before  had  been  cultivated  ?  —  Quite   so. 

1438.  But    if,   on   the    other   hand,   this   fertile   land   should   so 
add  to  agricultural  produce  that  the  more  unproductive  sources  of 
supply  which  had  been  before  worked,   should   be  given   up,   then 
the  cost  of  producing  that  produce  would  diminish  ?  — Yes. 

1439.  You  think  that  would  apply  as  an  analogy  to  the  value 
of  the  precious  metals  ?  — Yes ;   I  think  it  would  be  the  mine  of  the 
least   fertility  that  should  keep  itself  at  work,  that  would  regulate 
the  price. 

1440.  You  have   described   to   us  very  clearly  what   you   think 
will  be  the  effect  on  the  trade  of  India,  if  the  depreciation  of  sil- 
ver  continues  ;    but    have    you    considered    what    its    effect   on   the 
revenue  of  India  is  ?  —  I  suppose  that  it  will  be  unfavorable  to  the 
revenue  of  India,  because  the  Indian  government  are  so  unfortunate 
as  not  to  be  able  to  increase  their  taxation. 

1441.  And  the   peculiarly  unfavorable   effect   it  will   produce  is 
[due  to]  this,  —  that  one  considerable   portion   of  the  land  revenue 
of  India  is  either  permanently  or  for  a  considerable  period  fixed  in 
pecuniary  amount,  which  amount  is  estimated  in  silver?! — Yes. 

1442.  Therefore,    although    from    that    circumstance    inferences  f 
may  come  into  operation   to   correct  any  bad   effect   which  it  may 
have  on  the  trade  of  India,  the  loss  which  would  arise  to  the  reve- 
nue of  India  from  that  circumstance  cannot  be  got  over  by  any  of 


*{Evident  misprints  for  "kept"  and  "influences."— ED. 

tThis  curious  blunder  is  exactly  repeated  by  Bagehot  himself  in  one  of 
his  articles  (see  ante,  page  550,  last  line  but  one).  In  both  cases  I  have 
added  the  words  in  brackets  to  make  sense.  Of  course  the  fixing  of  the 
Indian  revenue  was  not  due  to  the  depreciation  of  silver,  as  the  clumsy 
wording  of  Mr.  Fawcett's  question  and  Bagehot's  editorial  imply.  —  ED. 
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the  circumstances  to  which  you  have  referred  ?  —  I  do  not  think 
there  is  any  connection  between  the  trade  of  India  and  the  reve- 
nue of  India  for  this  purpose  in  the  peculiar  circumstances  of  the 
Indian  government,  because  they  do  not  seem  to  be  able  to  apply 
additional  taxation. 

1443.  But   as   to   the  loss   on   the  revenue,   even   if  they  could 
apply  additional  taxation  :  *  which  is  a  fixed  pecuniary  amount,  either 
fixed    permanently   or    for   a   considerable    number   of  years,  —  there 
is   no  way  of  meeting  that  ?  —  No  ;   that  is  a  matter   of  agreement 
which  cannot  be  altered. 

SIR  CHARLES  MILLS. 

1444.  You  mentioned  the  demonetization  of   silver  by  Germany 
as  being  one  of  the  causes  :    I  suppose  you  will  supplement  that  by 
the  cessation  of  the  demand  for  fresh  coinage  ?  —  Quite  so. 

1445.  It  includes  not  only  the  selling  of  the  silver,  but  also  the 
cessation  of  the  demand  for  fresh  silver  ?  —  Yes. 

1446.  You  stated  that  you  thought  it  was  very  difficult  to  form 
any  opinion  as  to  the  amount  of  silver  and  gold  there  was  in  circu- 
lation in  the  world  :    I  think  you  go   further,   do  you  not,  and   say 
it  is  very  difficult  to  form  even  an  opinion  as  to  the  amount  of  gold 
in    circulation   in   England  ?  —  There   are   very   various   estimates   by 
very  competent  persons.     Of  course  it  is  much  more  possible  to  get 
near  that  than  the  circulation  of  the   world,  but  such  estimates  are 
more  matters  of  scientific  conjecture  than  anything  else. 

1447.  We  had  some  figures  given  us  as  to  the  amount  of  tha- 
lers  in  Germany  :    do  you  think  that  those  are  also  very  doubtful  ?  — 
Very  dubious  indeed.     I  have  a  strong  belief  that  the  government 
do   not   themselves  know  ;    their  whole   policy  is  perplexed  by  un- 
certainty as  to  that,  as  far  as  an  external  observer  can  judge. 

CHAIRMAN. 

1448.  When    you    speak    of   the    drafts    of    the   government    of 
India,  you  consider  that  those  drafts,  I  presume,  are  determined  by 
the    amount  that   they    require  :    it    is    not   an   open    question   how 
much   money  they  can  raise,  or  how  much  they  need  not  raise  ?  —  I 
suppose  that  the  drafts  are  regulated  by  the  necessities  of  the  Indian 
government  at  home  :    they  have  a   certain   interest   to   pay,    certain 
salaries  to  discharge,  and  certain  things  to  buy,  which   are   absolute 
necessities,  I  suppose. 

1449.  You  do  not  wish  to  convey  the  idea,  when  you  stated,  as 
other  witnesses  have   stated,  that  the   increase  in  the  drafts  of  the 
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Indian  Council  is  one  of  the  causes  which  have  led  to  the  depre- 
ciation of  silver,  that  it  was  at  all  a  cause  which  the  Indian  gov- 
ernment could  have  avoided  ?  —  I  apprehend  it  is  not  optional  at 
all. 

MR.    FAWCETT. 

1450.  The  great  part  of  the  expenditure  of  India  is  quite  within 
the  control  of  the  Home  government  here.  I  will  give  one  illus- 
tration. For  instance,  so  much  had  to  be  remitted  from  India  to 
England  for  the  payment  for  the  buildings  at  the  India  Office  :  it 
was  perfectly  optional  with  the  Government  here  whether  they 
erected  buildings.  I  do  not  mean  to  say  whether  they  were  wise 
in  erecting  the  buildings  they  have,  but  it  was  optional  for  them  to 
spend  more  or  less  or  the  exact  amount  which  they  did  spend  on 
those  buildings.  Therefore  the  expenditure  is  within  their  control; 
but  having  sanctioned  a  certain  expenditure,  of  course  the  amount 
they  have  to  withdraw  is  not  within  their  control  ?  —  Yes,  it  is 
only  in  that  sense  optional.  Having  determined  their  expenditure 
by  political  considerations,  the  money  must  come. 


GENERAL   INDEX. 


ABERDEEN,  Lord,  character  of,  iii.  6-7  (name  not  given),  196;  his  Cabinet, 

iv.  74. 

Abraham,  life  in  age  of,  v.  424. 
"Abstinence"  or  saving  as  a  factor  in  value,  v.  369-70,  419-21,  423-6,  428  seq., 

450-6 ;  broached  by  Senior,  i. 

Abstract  science,  facts  minus  something,  v.  257,  319,  323. 
Academic  Francaise,  hatred  of  originality,  iv.  469-70. 
Achilles,  iv.  438. 

Act  of  1742,  on  Bank  of  England,  v.  66. 
Act  of  1844,  see  Peel's  Act. 

Act  of  Settlement,  see  essay  on  Bolingbroke  (Vol.  iii.),  and  iv.  84. 
Acts  of  Parliament,  clumsy  drafting,  iv.  182  ;  must  be  technical,  v.  292. 
Action,  mischiefs  of  excessive  impulse  to,  iv.  564-71. 
Addington,  see  Sidmouth. 
Addison,  J.,  his  Sir  Roger,  i.  Ixxi.,  iv.  385;  retired  citizen's  journal,  i.  268; 

esteem  of  Mr.  Wortley,  357-8 ;  on  vivacity,  362 ;   Oxford  training,  ii.  14 ; 

highest  type  of  Queen  Anne  style,  iv.  449,  491 ;  contrast  with  Bacon,  491 ; 

style  suitable  to  matter,  497. 
Adoption,  fiction  of,  in  savage  tribes,  iv.  476. 
Advertising,  needful  outlay  m  trade,  v.  449. 
Advowson,  as  a  speculation,  ii.  2. 

Africa,  South,  taming  animals  in,  iv.  463,  v.  422-3;    interior  a  protected  dis- 
trict, iv.  487. 

Age,  style  of  an,  iv.  448-51,  491-2. 
Agitation,    teaching   by,    ii.    443-4 ;    machinery    of,    iii.    61 ;    advantages    in 

Eldon's  time,  iv.  182. 

Agitator,  requirements  of,  iii.  66  ;  contrast  between  O'Connell  and  Cobden,  414. 
Agricultural  communities,  early,  condition  of,  v.  265-6. 
Agricultural  districts,  modern,  save  more  money  than  they  can  use,  v.  10; 

set  of  population  away  from,  262. 
Agriculture,  economises  on,  iii.  291-3,  v.  376;  state  of  all  trade  depends  on 

condition  of,  v.  85-6 ;  Adam  Smith  on,  376-8. 
"Alarm"  (panic),  v.  33-6,  38,  128. 
Alaska,  native  pottery,  v.  420. 
Albert,  Prince,  iii.  403-5 ;  social  non-effects  of  death,  iv.  92 ;  secret  power, 

99  ;  good  sense  in  1857-9,  108-9 ;  compared  with  Palmerston,  114 ;  hard 

worker,  121 ;  type  of  good  king,  241. 

Alcibiades,  type  of  statesman  (Bolingbroke),  iii.  169-70,  202,  209,  221. 
Alexander,  Emperor,  says  a  good  despot  is  a  "happy  accident,"  iv.  118. 
Alexander  the  Great,  ii.  29,  459. 
Alexandria,  library  of,  ii.  326. 
Alison,   Sir  A.,  on  Pitt,  i.  257;  as  narrator,  ii.  39;   feelings  on  revolutionary 

tendencies,  iii.  8-9;  opinion  on  hanging  of  Bellingham,  10. 
"All  Case"  method  in  political  economy,  v.  249;  impossible,  252-3. 
Althorp,  Lord,  iii.  307-349. 
America  (see  also  United  States),  no  high  native  civilization   in,   iv.  437-8 ; 

colonial   type    developing  in,   451-2;    natives    protected   by  ocean,    464; 

terrible  old  religions,  467 ;  mulattoes  in,  476-7. 
Americans,  rough  efficiency,  ii.  441. 
Amsterdam,  Bank  of,  origin,  v.  55-6. 

Andaman  Islands,  type  of  isolated  communities,  iv.  457,  466. 
Andorre,  iv.  559. 

Animals,  taming  of,  iv.  463,  v.  421-3. 
"Animated  moderation,"  iv.  574-6. 
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Anne,  Queen,  see  passim  article  on  Bolingbroke,  Vol.  iii. ;  problems  of  her 
time,  i.  Ixxi. ;  rule  supported  by  religious  feeling,  iv.  83-4 ;  her  death 
the  beginning  of  long  Whig  rule,  249;  Swift  on,  251;  national  situation 
in  last  years  of,  385-6;  age  of,  literary  style  begun  by  Steele,  iv.  449. 
491,  like  and  unlike  age  of  Elizabeth,  490-1. 

Anomalies  in  politics,  use  of,  iv.  288. 

Anti-Corn-Law  League,  i.  xxix.,  iii.  48-9;    sprung  from  Adam  Smith,  v.  346. 

"Antiquarian,"  change  in  meaning,  iv.  427. 

"Antiquity,"  everything  an,  iv.  427-8,  467. 

Antony,  Mark,  ii.  388. 

Apelles,  ii.   28-9. 

"Apprehension  minimum"  of  bank  reserve,  v.  207-10. 

Aquinas,  Thomas,  ii.  409. 

Architecture,  classic  vs.  Gothic,  ii.  353. 

Aristides,  type  of  statesman,  ii.  381. 

Aristocracy,  unreality  of  its  literature,  i.  156-7 ;  separation  between  taste  and 
morality,  ii.  182 ;  best  conditions  for  power,  iv.  19 ;  natural  constitution 
of  "society,"  89-90;  impotent  in  a  revolution,  135-6;  not  subject  to 
social  bribes,  but  unfit  for  business,  145-7;  specially  fit  for  diplomacy, 
147-8;  Greek,  resulted  from  expanding  the  "council,"  275;  struggle 
with  democracy,  in  old  Greece  and  modern  Europe,  550-3 ;  breeding 
power  of  an,  v.  338-9. 

Aristocracy,  English  (see  also  Lords  and  House  of  Lords),  not  literary,  i. 
252-3;  picturesque  old  life,  ii.  173-4;  salvation  of  England  in  Stuart 
times,  iii.  340-1 ;  decay  of  prestige  in  England,  iv.  127-8 ;  corporate  feel- 
ing one  of  property,  not  rank,  186;  rules  by  sway  over  popular  feelings. 
187 ;  character,  394. 

Aristotle,  Dr.  Arnold  on  school  value  of,  i,  Ixxii.-lxxiii. ;  ^«s,  15 ;  on 
divided  natures,  83 :  on  human  character.  93 ;  thought  money  barren,  ii. 
2;  age,  29;  style,  122;  "Politics,"  iii.  225,  263;  "Rhetoric,"  418;  Tory- 
ism, iv.  443,  453 ;  on  slavery,  479,  v.  278 ;  atmosphere  of  his  works,  iv. 
553. 

Arithmetic,  primitive,  iv.  511,  v.  284-5,  329. 

Arnold,  M.,  "Parmenides"  quoted,  i.  xxviii.,  212-13;  definition  of  poetry,  194, 
211-13;  on  Shakespeare,  228,  300,  ii.  242;  quoted,  i.  300,  ii.  185,  299, 
iii.  419,  v.  383 ;  favors  an  English  Academy,  iv.  467. 

Arnold,  Dr.  T.-,  on  classics  vs.  natural  science,  i.  Ixxii.-lxxiii. ;  on  Grasmere,  65  ; 
on  Robespierre,  86-7;  effect  of  his  teaching,  183-5;  on  "moral  thought- 
fulness,"  ii.  104-5;  "misused  trial  time,"  iii.  159;  on  unity  of  church 
and  state,  iv.  444 ;  on  ancient  hate  of  commerce,  453-4. 

Art,  no  common  standard  of,  320-3 ;  classic  vs.  Gothic,  353-4 ;  literary,  see 
"Wordsworth,  Tennyson,  and  Browning,"  Vol.  i.,  also  i.  262-4,  ii.  166-76. 

Aryan  nations,  in  patriarchal  stage,  iv.  435-6 ;  polity,  445,  475,  556 ;  no 
monopoly  of  free  polity,  561. 

Asceticism,  i.  310-12. 

Assiento  contract  (slave-trade),  iii.  204. 

Astronomy,  ancient,  Sir  G.  C.  Lewis  on,  iii.  245-6. 

Atavism  in  societies,  iv.  540-1. 

Athanasius,  St.,  quoted,  ii.  378. 

Athenians,  versatility  of,  i.  Ixxv. 

Athens,  historic  vs.  prehistoric,  iv.  445-6;  "free  failure,"  446;  religious  perse- 
cution in,  502;  broke  the  "cake  of  custom,"  544,  549;  intellectual  head 
of  old  world,  545 ;  danger  from  Persia,  559-60 ;  safeguards  of  trade 
loans  in,  v.  303. 

Atlantic  Ocean,  bar  to  spread  of  civilization,  iv.  464. 

Atmosphere,  keeping  an,  i.  22-3. 

Atterbury,  Francis,  wants  the  "Pretender"  proclaimed,  iii.  217, 

Attila,  ii.  52. 

Augustine,  St.,  type  of  religious  enthusiast,  i.  43,  ii.  153;  on  nature  of  God, 

11.    llo. 

Augustus,  ii.  388,  389;  body-guard  barbarian  mercenaries,  iv.  459;  court  of, 
558. 

Austen,  Jane,  quoted,  i.  427. 

Austen,  Lady,  i.  434-7. 

Austin,  J.,  on  Bishop  Butler,  ii.  129;  character  and  influence  of  his  philoso- 
phy, iii.  252-5. 


GENERAL  INDEX.  635 


Australia,  type  of  "bare-minded"  new  country,  iv.  256;  attempt  at  feudal 
colonization,  266,  480;  no  high  native  civilization,  437-8;  colonial  type 
developing  in,  452 ;  wasting  away  of  natives,  461 ;  protected  by  ocean, 
464,  487 ;  climate  and  organic  life,  489 ;  unconscious  selection  in  commu- 
nities, 499 ;  imitative  power  of  natives,  501 ;  hypothetical  tribes,  511 ; 
English  vs.  natives,  580 ;  native  tribes  ignorant  of  traffic,  v.  282 ;  luck 
of  sparse  settlement,  339;  native  pottery,  420. 

"Auxiliary"  credit  dealers,  v.  35-6. 

Aztecs,  terrible  old  religions,  iv.  467. 

BAAL,  worship  of  (breaking  early  law),  v.  267. 

Babbage's  calculating  machine,  i.  38. 

Bacon,  Lord,  Homer  on,  i.  27 ;  quoted,  99,  132,  352,  388-9,  ii.  226,  377,  iii.  65, 
302,  v.  363,  382;  Macaulay  on  his  low  ambition,  ii.  68,  on  his  religious 
indifferentism,  77  ;  astronomical  belief ,  346  ;  "  Advancement  of  Learning," 
ii.  406;  illuminative  power,  iii.  42;  "Novum  Organum  "  distinctively  mod- 
ern, 268;  contrast  with  Addison,  iv.  491;  futility  of  scientific  method, 
v.  250 ;  physical  barrenness,  336. 

"Bad  times,"  meaning  of,  v.  83-6;  better  for  people  of  fixed  incomes,  97-8. 

Bagehot,  Walter,  evidence  before  Committee  on  Depreciation  of  Silver,  Ap- 
pendix to  Vol.  v. 

Bain,  A.,  on  belief,  ii.  330. 

"Balance  of  trade,"  inclines  to  country  with  highest  discount  rate,  v.  33,  79. 

Bali,  iv.  489. 

Bank  of  England,  see  "Lombard  Street"  (Vol.  v.)  passim;  Burke  wishes  to 
coerce,  iv.  378-9. 

Bank  of  France,  suspension  of  specie  payments,  v.  24,  in  1870,  119 ;  state 
management,  48-9,  148 ;  circulation  and  deposits,  58,  60 ;  loan  to  Bank  of 
England,  116 ;  immense  increase  in  circulation,  484-5 ;  difficulties  caused 
by  double  standard,  538-44,  625-6. 

Bank  of  United  States,  see  United  States  Bank. 

Bank  notes,  Jas.  Wilson  on,  iii.  370-1. 

Bankers,  currency  systems  immaterial  to,  v.  18,  20 ;  and  brokers,  minor,  35-6 ; 
country,  keep  little  barren  cash,  43 ;  can  establish  note  circulation  but 
not  (directly)  deposit  banking,  58-9 ;  wish  to  lend,  91 ;  will  not  invent 
securities,  97 ;  advances  to,  in  panic  of  1866,  109 ;  cannot  be  directors  of 
Bank  of  England,  137-9, 150-2 ;  this  rule  injudicious,  154-6 ;  do  no  exchange 
business,  138 ;  London  private,  enviable  position,  173,  179  ;  spend  their 
lives  thinking  whether  others  will  pay  their  debts,  286. 

Banking  (see  also  Banks ;  Bankers ;  Banking  reserve ;  Credit  system ;  Lom- 
bard Street),  "one-reserve"  system  unnatural,  v.  47,  188-91,  causes,  62-7, 
dangers,  73 ;  delicacy  of  system,  13 ;  newness,  15 ;  requisites,  17-18 ;  "  a 
trade  and  only  a  trade,"  49 ;  no  such  system  in  France  as  in  England, 
53 ;  modern  meaning,  66,  138 ;  shallow  man  can  do  most  harm  in,  146-7 ; 
timidity  instead  of  daring  needed  in,  151 ;  not  laborious  or  hard  to  learn, 
159,  165-6,  173;  English  property  laws  check,  165;  detail  of,  constantly 
growing,  178 ;  United  States  system,  defects,  214-15,  resources,  217 ; 
G.  Cohn  on,  249-50 ;  changing  state,  252-3 ;  use  and  growth,  303-4 ;  effect 
of  European,  on  Franco-German  indemnity,  311 ;  means  of  holding  capi- 
tal unemployed,  364-5,  435 ;  greatest  marvel  of  civilization,  436-7. 

Banking  reserve  (see  also  Banks;  Bankers;  Banking),  smallness  of  English, 
v.  14,  20 ;  character  of,  20 ;  of  London  banks,  Bank  of  England,  Great 
Britain,  Europe,  21-4 ;  reasons  for  keeping,  30,  31,  206 ;  only  source  of 
large  sums  in  banking  countries,  32 ;  how  replenished,  33-46,  201-2 ; 
ultimate,  no  inconsistency  in  its  being  lent,  34-8,  must  be,  40,  45 ;  loans 
from,  do  not  necessarily  diminish,  38;  strain  greatest  in  England,  40,  44; 
one-reserve  system,  47,  62-7,  73 ;  cardinal  importance  of,  104,  of  its  good 
management,  143 ;  Mr.  Gladstone  on,  108 ;  principal  use  of,  111 ;  pro- 
portion for  Bank  of  England,  119-21,  205-11 ;  principles  regulating,  194, 
205,  208,  211,  214-15  ;  American  system  defective,  214-15  ;  Alderman  Salo- 
mons on,  224 ;  too  much  better  than  too  little,  208 ;  of  chief  systems  of 
the  world,  216-17. 

Banks  (see  also  Bankers ;  Banking ;  Credit  system  ;  Lombard  Street),  mod- 
ern success  due  to  having  others  than  bankers  in  management,  iv.  211, 
v.  139HLO,  155-6,  164-5;  enable  capital  to  circulate  freely,  v.  5-11,  303-4; 
deposits  of  leading  countries,  5;  of  London,  15;  make  national  resources 
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available,  6;  make  modern  business  one  of  borrowed  money,  8-13;  in 
Lombard  Street,  17;  London,  handling  of  reserves,  21-3;  duty  in  un- 
favorable exchanges  and  "  alarms,"  33-6,  38,  actual  conduct,  41-2  ;  no 
absolute  security  against  panic  (Ricardo),  39 ;  no  tendency  to  monarchy 
among,  47;  origin  and  functions,  52  seq.;  circulation  vs.  deposits,  57-62; 
government  relations  with,  68-72  ;  under  irredeemable-currency  system, 
74;  treacherousness  of  balances  at  Bank  of  England,  199-203;  joint- 
stock,  158  seq.,  question  of  reserves,  108;  London  private,  172  seq.,  forced 
out  of  note  issue,  67 ;  of  the  world,  resources  and  liabilities,  216-17. 

Bankruptcy  losses  in  England,  v.  439. 

Barbarians,  partial  civilization  in  Roman  times,  ii.  51-2 ;  conquest  of  civiliza- 
tion, iv.  459,  not  now  possible,  460 ;  fusion  with  Romans,  459-60,  461. 

Barbarism,  monotony  of,  v.  263,  265-6. 

Barbes,  socialist,  ii.  375,  384. 

Barere,  ii.  386. 

Bargains,  .how  made,  349-59,  468-472. 

Barter,  unknown  to  some  tribes,  v.  282 ;  low  state  of  tribes  confined  to,  284-6 ; 
incompatible  with  idea  of  exchange  value,  284-5,  441 ;  among  schoolboys, 
349-50;  market  price  a  result  of/379. 

"Basileus,"  in  Greece,  iv.  80. 

Batals,  tribe  of  India,  v.  272. 

Bates,  R.  M.,  embezzler,  ii.  4. 

"Bayley  on  Representative  Government,"  quoted,  iv.  314. 

Beaumont  and  Fletcher,  i.  229. 

Beauty,  no  common  standard  of,  ii.  320-3. 

Bedford,  Duke  of,  silk-weavers'  assault  on,  iv.  412 ;  Adam  Smith's  allusion  to 
do.,  v.  347. 

Beesly,  A.  H.,  Comtist.  iv.  468. 

Behn,  Mrs.,  on  care  of  children,  i.  366. 

Behrens,  Mr.,  on  help  to  trade  from  coinage  reform,  v.  483-4. 

Belgium,  not  affected  by  revolution  of  1848,  ii.  399 ;  French  designs  on,  420. 

Belief,  see  essay  on  "Emotion  of  Conviction,"  Vol.  ii. 

Bellingham,  murder  of  Perceval,  iii.  9-10. 

Benefit  societies,  iv.  333. 

Bennett  Case,  ii.  363,  366,  368. 

Bentham,  J.,  precocious  reading,  ii.  8;  denial  of  conscience,  130;  "philo- 
sophical Radicalism,"  269;  "greatest  happiness,"  441;  friend  of  Mill 
and  Ricardo,  v.  408 ;  criticism  on  Ricardo,  457. 

Bentinck,  Lord  G.,  leader  of  Tories,  ii.  414. 

Bentley,  R.,  type  of  English  scholarship,  i.  394. 

Beranger,  i.  135-174;  on  "  savoir-vivre,"  398;  as  social  philosopher,  ii.  403; 
on  the  Academic  Francaise,  iv.  469-70. 

Berkeley,  Bishop,  metaphysical  theory,  iv.  432. 

Bernstoff,  i.  371. 

Bible,  "needs  no  apology,"  i.  44;  Shelley's  delight  in,  124;  humanity  of, 
ibid.;  Althorp's  difficulties  with,  iii.  316. 

Bill-brokers,  v.  1,  10,  11.  17,  35-6,  181  seq. ;  description,  21 ;  loans  always 
called  in  at  hardest  time,  42.  189-90;  can  keep  little  unused  cash,  42; 
panic  of  1857  caused  by  advances  to,  109 ;  foreign,  carry  on  all  exchange 
business,  138 ;  hold  reserves  of  banks,  164 ;  former  business  and  new 
dangers,  184-8;  rivals  of  Bank  of  England  which  yet  has  to  keep  them 
alive,  192;  obnoxious  rule  of  the  Bank  against,  191-3;  help  circulation 
of  capital,  286-7. 

Bills,  mercantile,  quick  creation  for  new  trade,  v.  11 ;  discount  of,  basis  of 
modern  trade,  7-9,  41 ;  fixing  rate  on,  77  ;  gauge  of  credit,  91-2 ;  good,  do 
not  increase  rapidly,  97,  114;  difficulty  of  understanding,  181-3;  discount 
in  manufacturing  districts  for  agricultural,  184-5 ;  now  but  not  formerly 
guaranteed  by  brokers,  184-6;  enable  a  country  to  be  stripped  of 
bullion,  204-5. 

Bills  of  exchange,  v.  286,  479-80. 

Bimetallism  and  monometallism,  v.  488,  538-44,  584-5,  612-16,  624  seq. 

Bismarck,  iv.  217,  254. 

Black  wood,  the  publisher,  i.  2,  note  ;  "impudent  letter"  to  Scott,  ii.  236. 

Blanc,  Louis,  ii.  375,  384 ;  on  national  honor  vs.  national  credit,  387. 

Blair,  Dr.,  "Rhetoric,"  i.  63;   "vapid  rhetoric,"  ii.  49. 
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Blanqui,  socialist,  ii.  375,  384. 

Board  of  Trade,  English,  position  of  office  in,  iii.  387. 

"  Boards,"  cannot  make  improvements,  v.  113 ;  have  no  instincts  in  perfunc- 
tory duties,  115 ;  excellent  material  for,  in  great  cities,  164-5 ;  not  time 
to  practically  oversee  a  business,  166-7,  and  business  cannot  afford  it, 
167-8 ;  true  policy,  169-70. 

Boileau,  excluded  from  the  Academy,  iv.  469. 

Bolingbroke,  Lord,  iii.  168-221;  Butler's  "Analogy"  an  answer  to,  ii.  132; 
attacks  party  government,  iv.  164 ;  source  of  power,  184 ;  on  Tory  policy 
toward  Act  of  Settlement,  385. 

Books,  ancient  and  modern,  i.  3-7,  ii.  37-8;  different  classes,  63-4;  good  ones 
scarce  because  the  literary  temperament  is  averse  to  practical  life,  265-7 ; 
the  easily  read  easily  remembered,  297 ;  cheap  production  of  by  slaves, 
v.  279. 

Boomerang,  iv.  437. 

Borneo,  iv.  489. 

Boroughs,  English,  see  "Parliamentary  Reform"  and  "History  of  the  Unre- 
formed  Parliament,"  Vol.  iv.  ;  also  Suffrage  ;  benefits  of  rotten-borough 
system,  see  "History  of  the  Unreformed  Parliament,"  and  iii.  340-^2; 
Stuarts  lost  the  power  of  creating,  iv.  374. 

Borrowed  money  (see  also  Loans;  Credit  System),  enables  small  traders  to 
drive  rich  men  out  of  business,  v.  8,  13;  dangers  of  system  based  on, 
13 ;  essential  to  modern  business,  41,  122,  at  any  price,  101 ;  ease  and 
cheapness  of  getting  in  old  countries  gives  them  an  advantage,  12,  448. 

Borrowers,  different  kinds  of,  v.  436-8. 

Bossuet,  ii.  17,  64. 

Bosworth  field,  end  of  Wars  of  the  Roses,  iv.  278. 

Botly,  Mr.,  remarks  at  Bank  of  England  meeting,  v.  230. 

Bourbons,  Beranger  on,  i.  162,  167 ;  thorns  in  path  in  case  of  return,  ii.  393. 

Bourges,  Michel  de,  on  Louis  Napoleon,  ii.  384. 

Bow  and  arrow,  not  universal,  iv.  437. 

Boze,  M.  de,  on  Smyrna  medal,  ii.  29. 

"Bradshaw,"  English  railway  guide,  iv.  591. 

Brahmans,  Bengal,  v.  273 ;   dispensations  from  caste,  275. 

Brassey,  T.  (speculative  railroad  building),  v.  312. 

Braxfield,  Lord  Justice,  iv.  193. 

Brazil,  native  pottery,  v.  420-1. 

Bread,  see  Food. 

Bridgewater,  English  borough,  ii.  327. 

Bright,  John,  oratory  of,  i.  xxix. ;  disciple  of  Adam  Smith,  iii.  306 ;  opposes 
Reform  Act  of  1867,  iv.  8 ;  underlying  cause  of  democratic  theories,  185-6, 
300 ;  letter  on  franchise,  349  ;  attitude  toward  suffrage,  350-3. 

Broadhead,  Mr.,  type  of  trades-union  manager,  iv.  444. 

Broglie,  Due  de,  persecution  by,  ii.  348. 

Brokers,  see  Bill-brokers. 

"Brooks's,"jn  London,  i.  354. 

Brougham,  Lord,  iii.  42-88;  on  London  University,  i.  Ixxvii.  ;  on  Eldon,  9: 
managed  by  Jeffrey,  29 ;  on  Scarlett,  33,  note  ;  character,  44 ;  on  speeches 
in  "Paradise  Lost,"  345;  publishes  George  III.'s  letters  to  Lord  North, 
ii.  34;  nose,  284-5;  ostentatious  versatility,  223,  237;  on  Dr.  French 
Laurence,  263-4;  on  Adam  Smith,  270;  dislike  of  Reform  Bill,  326,  note, 
328-9,  but  originates  cry  of  "the  bill,  the  whole  bill,"  etc.,  327,  note; 
brought  in  by  rotten-borough  system,  342 ;  on  Lyndhurst,  411 ;  charges 
Anti-Corn-Law  League  with  instigating  assassination,  415,  note ;  assails 
party  government,  iv.  164-5. 

Browning,  R.,  i.  239-252. 

"Brummell  vs.  McPherson,"  i.  13,  note. 

"Brute  force  cannot  go  beyond  brute  work,"  v.  298. 

Brutus,  ii.  100. 

Bryce,  J.,  on  the  Roman  Empire  and  the  barbarians,  iv.  459. 

Buceteugh,  Duke  of,  pupil  of  Adam  Smith,  iii.  284-6,  299-300. 

Buchtfn,  Earl  of,  i.  1,  note. 

Buckingham,  Duke  of  (James  I.'s  favorite),  ii.  68. 

Buckingham  Palace,  social  tone  contrasted  with  that  of  Whitehall,  iv.  92. 

Buckle,  H.  T.,  scheme  of  his  "History  of  Civilization,"  iii.  270;  on  meta- 
physical tendencies  of  the  Scotch,  280 ;  theory  of  history,  iv.  433-4. 
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"Budget  of  Paradoxes,"  De  Morgan's,  quoted,  v.  250,  note. 

Buffalo  dance  of  Mandan  Indians,  v.  364. 

Bullion,   Bank    of    England's    the   only    large    store    in   England,  v.  Ill,  in 

Europe,  26,  119-20 ;  mercantile  bills  enable  a  country  to  be  stripped  of, 

201-3,  204-5. 

Bullion  Committee  of  1810,  testimony  on  bill-broking  before,  v.  183-4. 
"Bulls  and  bears,"  ii.  332. 
Bunsen  and  Lepsius,  Sir  G.  C.  Lewis's  criticism   of  their  Egyptology,  iii. 

Burdett,  Sir  Francis,  political  character,  iv.  400. 

Bureaucracy,  in  Prussia  and  in  theory,  iv.  207-10,  212. 

Burgersdicius,  i.  267,  v.  414. 

Buriton,  Gibbon's  farm,  ii.  1,  5. 

Burke,  E.,  Romilly  on,  i.  15;  party  zeal,  328;  procures  abolition  of  Lords  of 
Trade,  ii.  54 ;  Gibbon  on,  56 ;  speeches  on  India,  63 ;  character  of  writ- 
ings and  action,  83-5 ;  on  chivalry,  179 ;  on  principles  of  government, 
394;  on  "king's  friends,"  417;  "wise  too  soon,"  iii.  3;  on  Jacobinism 
of  East -Indians,  46,  iv.  185-6,  352;  style  of  oratory  independent  of  audi- 
ence, iii.  101 ;  Rockingham's  influence  over,  138-9;  "Remonstrance,"  148, 
note ;  opposes  French  reciprocity  treaty,  153,  and  parliamentary  reform, 
156  (notes) ;  overweighted  by  his  ideas,  160 ;  error  as  to  French  military 
power,  166;  on  Charles  Townshend,  448;  on  bureaucrats,  iv.  208;  on 
coercing  Bank  of  England,  378-9;  on  the  "turnspit  of  the  king's 
kitchen,"  413-14 ;  not  made  an  equal  by  the  Rockingham  party,  421. 

Burnet,  Bishop,  preceptor  of  "Lady  Mary,"  i.  359. 

Burns,  R.,  resemblance  to  Clough,  i.  xlii. ;  unsophisticated,  150-1;  quoted, 
420 ;  Pitt  asked  to  give  an  office  to,  v.  69,  note. 

Business,  more  agreeable  than  pleasure,  iv.  146 ;  hard  for  lords  to  learn,  145- 
6 ;  mixture  of  special  and  non-special  minds  best  for,  211-12 ;  executive 
officers  should  not  perform  detail,  v.  139,  180 ;  monarchic  organization 
the  natural  and  most  successful  one,  144-5;  political  economy  the  sci- 
ence of  modern,  243,  324-5;  primitive  methods,  284-5;  "edited"  by 
capitalists,  293-5 ;  over-caution  not  advisable  (except  banking,  151),  but 
reserve  fund  needed,  432 ;  large,  requires  a  trustworthy  staff  of  subordi- 
nates, 445. 

Business  men,  no  political  solidarity,  iv.  183-4;  act  by  instinct,  not  theory, 
iv.  167,  v.  144,  245-6;  most  often  ruined  by  speculation,  iv.  567,  v.  288; 
must  carry  on  regular  trade,  v.  101;  need  reserve  fund,  v.  432. 

Bute,  Lord,  ministry,  iv.  407-8. 

Butler,  Bishop,  ii.  iOO-153 ;  contrasted  with  Milton,  i.  349 ;  quoted,  i.  383,  ii. 
94-5,  171 ;  on  "  poorness  "  of  external  evidence  for  religious  truth,  335. 

Buyer,  requisites  of  a  good,  v.  357-8. 

Byng,  Admiral,  scapegoat  of  popular  wrath,  iv.  295. 

Byron,  Lord,  on  reviewers,  i.  32 ;  quoted,  5,  37,  49  (irrelevantly),  ii.  72,  277 ; 
failure  in  supernaturalism,  i.  121 ;  descriptive  style,  134 ;  on"  Sanders,  151 ; 
great  vogue,  200-1 ;  on  Shakespeare's  Cleopatra,  293 ;  on  Pope-Montagu 
quarrel,  378;  on  Gibbon  and  Voltaire,  ii.  22;  on  Sterne,  156;  "beat" 
Scott  out  of  poetry,  205;  "no  nothing,"  423;  on  Hazlitt,  424;  story  of 
Swedish  constitution,  428-9 ;  comparison  with  Peel,  iii.  16-18. 

Byzantine  Empire,  ii.  52. 

"CABAL"  ministry  of  Charles  II.,  plunders  the  "goldsmiths,"  v.  63. 

Cabinet,  inevitable  sacrifice  of  principle  by  members,  iii.  24-7.  118-19,  150-1, 
who  must  be  able,  iv.  103-4,  215,  but  are  not  always,  v.  146;  control  over 
administrations,  iv.  41-9 ;  in  England,  51-77,  ministers  mostly  land-owners, 
298,  299. 

Cabinet  Government,  compared  with  presidential  in  taxation,  iv.  41-9,  and  in 
required  ability,  103-4,  215 ;  in  general,  63  (teg.;  educative  influence  of,  66 
seq.;  democratic,  free  from  evil  influence  of  court,  109-110;  prerequisites, 
258  seq.  (a  continuous  legislature  and  enough  work  to  keep  it  busy). 

Caesar,  Guichardt  on,  ii.  27 ;  unskeptical,  100 ;  burns  Alexandrian  library,  326; 
democratic  despot,  440-1 ;  success  due  to  open-mindedness,  iii.  35. 

Caesarism,  stagnating  effect  of,  ii.  443-4 ;  cause  of  seeming  originality,  iv. 
591. 

Cairnes,  J.  E.,  iii.  442-5;  on  supply  and  demand,  v.  355,  note;  on  cost  of 
production,  450,  453-4. 
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"Cake  of  custom,"  primary  necessity,  iv.  440-1,  448-7,  463;  difficulty  of 
breaking,  464-8,  472-4 ;  broken  by  discussion,  474-5,  543  seq. ;  danger  of 
too  sudden  breaking,  560,  563 ;  584-5,  587-9. 

Calcraft,  Mr.,  motion  on  English  "household  troops,"  iii.  54. 

Caligula,  ii.  51. 

Calvinism,  mischiefs  of,  i.  418-20,  iii.  303-4. 

Cambridge  University,  i.  Ixxiv.-lxxv ;  mean  teaching,  iii.  313 ;  antagonism  to 
reform,  iv.  319. 

"Camille,"!.  153. 

Campbell,  Sir  G.,  on  feudal  system,  v.  276-7. 

Campbell,  Lord,  ii.  86;  on  story  of  Brougham  and  William  IV.,  iii.  75. 

Canada,  union  of,  Wellington's  action  on,  iv.  133. 

Canning,  G.,  type  of  "conversationalist"  statesman,  iii.  37-8;  would  be  out 
of  place  in  modern  Parliaments,  39 ;  speech  on  Brougham,  57-8 ;  Well- 
ington's dislike  of,  325 ;  opposes  parliamentary  reform,  328 ;  satirized  as 
"turn-jacket,"  343;  complaint  about  Palmerston,  424;  compared  with 
Palmerston,  iv.  188. 

Canterbury,  Lord,  on  Macaulay's  India  speech,  ii.  63. 

Capital,  Jas.  Wilson  on  relation  of  paper  currency  to,  iii.  369 ;  lack  of,  crip- 
ples enterprise  in  poor  states,  v.  7,  11 ;  victory  of  borrowed  over  owned, 
8,  13;  sets  toward  most  profitable  trades,  10-11,  261,  282,  286-9,  362-3, 
366;  "organization,"  12;  low  rate  of  profit  in  old  countries  enables  them 
to  undersell  new  ones,  12,  312,  448 ;  flows  to  market  with  highest  dis- 
count rates,  33 ;  may  long  lie  idle  in  bad  times,  97 ;  plentifulness  causes 
scarcity,  100 ;  hardly  any  large  enough  to  keep  owner  busy,  139,  165 ; 
transferability,  282  seq. ;  determines  distribution  of  labor  among  trades, 
290;  meaning  of  term,  including  both  tools  and  "wealth,"  291-3;  earliest 
lenders,  296-7;  earliest  forms,  298-300;  co-operative  and  remunerative, 
291-2,  in  early  times  both  scanty  and  latter  chiefly  transferred,  298-300; 
concentration  and  management,  300;  circulation,  needs  a  good  money, 
302,  vastly  helped  by  banking,  303-4,  hindered  by  trade  guilds,  305, 
needs  both  strong  and  fair  government,  306-7,  limited  by  natural  bounds, 
309 ;  productive  and  unproductive,  327 ;  that  used  in  founding  colonies 
always  lost,  334 ;  money  a  means  of  holding  provisionally,  363-5,  424-5, 
440;  original  form  and"  its  defects,  364;  growth  and  nature  of,  419-40; 
waste  of,  438-9 ;  manner  of  migration  (Kicardo),  458-9. 

Capitalist,  motive  power  of  modern  production,  "edits  the  business,"  V 
293-5,  361-2,  443-4,  456-7;  can  wait,  364-5;  in  rude  societies  same  as 
laborer,  263-6,  420-4,  452-3,  458 ;  sufferings  and  dangers,  466. 

Card  well,  Hon.  E.,  co-editor  of  Peel's  memoirs,  iii.  1 ;  parliamentary  tac- 
tician, 431-2. 

Carlyle,  Alexander,  on  Adam  Smith,  iii.  280-1,  295-6. 

Carlyle,  T.,  quoted  on  Coleridge,  i.  49,  74;  literary  style,  63;  on  poetry, 
202-3;  champion  of  "earnestness,"  299,  ii.  340;  on  biography,  i.  304;  on 
education,  ii.  12;  on  war,  27;  on  "making"  a  religion,  70;  on  the  beau- 
tiful including  the  good,  158;  on  old  Poor  Law,  269-70,  354,  iv.  193,  v. 
401 ;  on  editing,  ii.  279  ;  on  "  Dryasdust  favorites,"  ii.  381 ;  on  newspaper 
writing,  iii.  3 ;  on  Hume,  iii.  304;  on  "the  ultimate  question,"  iv.  471; 
on  military  value  of  religion,  482;  on  the  "national  palaver"  (Parlia- 
ment), 569;  on  "  rosewater"  government,  584 ;  quoted,  v.  69,  400;  praise 
of  slavery,  298. 

Caroline,  Queen  (of  George  II.),  ii.  119-20 ;  supports  Walpole,  iii.  221. 

Caroline,  Queen  (of  George  IV.),  iii.  49. 

Carr,  Mr.,  ii.  288. 

Carrel,  Armand,  J.  S.  Mill  on,  ii.  381. 

Carriage,  as  colonial  residence,  iv.  480. 

Carrier  (French  revolutionist),  ii.  386. 

Carteret,  Lord,  on  Bishop  Sherlock,  ii.  103-4. 

Carthage,  government  of,  iv.  561. 

Casaubon,  Isaac,  ii.  27. 

"Cash,"  v.  32;  as  basis  for  credit  system,  82. 

Cashmere,  see  India. 

Caste  system,  origin  and  usefulness,  iv.  535-7;  in  India,  v.  272-5;  safety- 
valves,  275 ;  a  makeshift  for  a  strong  government,  296. 

Castlereagh,  Lord,  type  of  statesman,  i.  21;  "Six  Acts,"  ii.  269,  note; 
Brougham  on,  iii.  54-5. 
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Catalans,  desertion  by  Bolingbroke,  iii.  201. 

"  Catallactics  "  (political  economy),  v.  348. 

Catholic  Church,  see  Roman  Church. 

Catholic  Emancipation,  Peel's  relation  to,  iii.  1-2,  7 ;  Brougham's,  57. 

Catholicism,  English  alternations  on  in  Tudor  time,  iv.  281 ;  later  hatred  of, 
i.  Ixvii.-lxviii.,  iv.  885. 

Catlin.  G.,  on  Mandan  Indians,  v.  263-5. 

Cattleman  early  "money,"  v.  302,  423,  426-8;  taming  of,  421-3;  lending  by 
Irish  chiefs,  426. 

Cattle  plague,  in  England,  iv.  163-4,  183,  225. 

Caucuses,  despotism  of,  iv.  176. 

Caussidiere,  ii.  412. 

Cavaignac,  Gen.,  prohibits  discussion,  ii.  348,  445;  imprisons  Girardin,  389; 
hated  by  Socialists,  415. 

Cavaliers,  the,  ii.  69-73 ;  passive  obedience,  iv.  83. 

Cavendish,  Lord  John,  iv.  421. 

Cavour,  Count,  type  of  administrator,  iv.  74;  work  for  Italy,  95;  building 
Italian  railways,  v.  312. 

Cayenne,  exile  of  Louis  Napoleon's  opponents  to,  ii.  386-8,  391. 

Cervantes,  see  "Don  Quixote." 

Chadwick,  Mr.,  as  Poor  Law  Commissioner,  iv.  205. 

Chalmers,  Dr.  T.,  on  Butler's  "Analogy,"  ii.  132;  "osteology  of  a  subject," 
iii.  303. 

Chamberlayne's  Land  Bank,  v.  65. 

Chambers,  R.,  letter  from  Jeffrey,  i.  2,  note. 

Chambers  (governmental),  one  or  two,  iv.  130-1,  136-7. 

Champollion,  see  Hieroglyphics. 

Chancellor  of  Exchequer,  how  he  prepares  his  Budget,  iv.  227-8 ;  position  in 
money  market,  v.  68  seq. ;  must  be  able  debater,  146. 

Chancery  Court  in  Eldon's  time,  i.  14 ;  origin,  iv.  224. 

"  Chandos  clause,"  of  Reform  Act,  iv.  377. 

Changarnier,  Gen.,  exiled,  ii.  388;  hated  by  Socialists,  415;  proposes  invasion 
of  England,  419. 

Chapelain,  mediocre  French  writer,  iv.  469. 

Chapman,  Mr.  (partner  of  Overends),  on  "paper  of  the  finest  quality,"  v.  286. 

Character,  self-portraiture,  i.  81-2. 

Character-drawing  by  historians,  ii.  93-4. 

"Characters,"  ii.  173-4,  282,  382  (meaning  of  the  term). 

Charlemagne,  plans  died  with  him,  iv.  116. 

Charles  I.,  Milton  on,  i.  307,  329  ;  rebellious  Parliament,  iv.  281. 

Charles  II.,  anti-papal  laws  under,  i.  9;  only  English  king  fitted  both  to  lead 
and  corrupt  society,  iii.  171;  head  of  English  society,  iv.  91 ;"  would  not 
go  on  his  travels  again,"  282;  plunders  the  "goldsmiths,"  v.  63. 

Charles  X.  (of  France),  i.  168. 

"Charter,  People's,"  iii.  45,  408. 

Chase,  S.  P.,  wishes  United  States  to  adopt  the  sovereign  (coin),  v.  510. 

Chatham,  Lord  (Pitt),  oratory  independent  of  audience,  iii.  101-2 ;  type  of 
administrator,  iv.  74. 

Chaucer,  personality  in  poems,  i.  66;   quoted,  273 ;  his  works,  ii.  244. 

"Checks  and  balances"  theory,  iv.  52,  229-57. 

Cheever,  Rev.  G.  B.,  on  Cowper,  i.  415,  note 

Chesterfield,  Lord,  on  "minuet  time,"  ii.  37;   on  Bolingbroke,  iii.  175,  202. 

Children,  world  of,  i.  47 ;  early  reading  and  fancies,  ii.  7-10  ;  imitativeness,  iv. 
500-1 ;  favored  types,  504  ;  vs.  mind,  v.  336-8. 

Child-bearing  power,  v.  336-8,  391-6. 

China,  mummified  civilization,  i.  396;  war  of  1860,  iii.  98. 

Chippenham,  English  borough,  division  on  petition  from,  overthrew  Wai- 
pole,  iv.  371. 

Christianity,  see  essays  on  Shelley,  Vol.  i.,  and  on  Gibbon,  Bishop  Butler,  and 
Sterne,  and  the  theological  essays,  in  Vol.  ii. ;  especially  —  sprung  from 
uncultured  and  unpolished  society,  i.  99-100 ;  early,  ii.  46-51 ;  free  dis- 
cussion in  George  II. 's  time,  119-20;  low  state  in  18th  century,  49r 
159-60,  177;  long  prohibited  in  India,  346;  persecution  by  Romans, '347. 

Chronology,  ancientj  Sir  G.  C.  Lewis  on,  iii.  246-51. 

Church,  value  of  secular  qualities  in,  ii.  101-2. 
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Church  of  England,  in  18th  century,  ii.  49,  159-00,  177;  enforcement  of 
rubric  in,  360-8 ;  theory  shattered  by  practice,  iii.  114-16. 

Church,  Holy  Roman,  influence,  iv.  557-8. 

"Church  and  state,"  Dr.  Arnold  on  their  union,  iv.  444. 

Cicero,  ignorance  of  modern  science  not  to  prevent  new  terminology,  v.  290. 

Circulation,  paper,  preliminary  to  deposit  banking,  v.  57-62 ;  of  capital  and 
labor,  see  those  heads. 

Cities,  weaken  physical  force,  v.  393-4 ;   a  cleansing  apparatus,  394. 

Civil  service,  English  former  connection  with  parliamentary  office  now  sev- 
ered, iii.  343;  United  States,  a  political  shuttlecock,  iv.  216-18. 

Civilization,  effect  on  outer  and  inner  life,  i.  141-2;  shifting  panorama,  ii. 
10;  essentials  of,  Letters  on  the  French  Coup  d'Etat  (Vol.  ii.)  passim, 
especially  378-9,  429,  438-9 ;  origin  in  nerve  culture,  iv.  431-2 ;  in  military 
advantage,  458-62 ;  in  docility,  462-4 ;  the  sea  its  greatest  instrument,  453 ; 
old  conquest  by  barbarians,  not  now  possible,  459-tiO;  enormous  differ- 
ence between  its  people  and  savages,  463;  historical,  begins  near  the 
Mediterranean,  464 ;  arrested,  465-8 ;  how  revivified  from  paralysis,  543 
seq. ;  development  in  Greece,  550-43,  in  Judaea,  553-5,  in  Middle  Ages, 
555-6;  obstacles  to — weakness  and  slight  cohesiveness  of  early  free 
states,  557-60,  impatience  for  action,  564-71;  unot  worth  the  trouble," 
581,  v.  329 ;  variety  of  texture,  v.  263 ;  does  not  now  enervate,  325 ;  slow 
growth,  330. 

Clarendon,  Lord  (the  historian),  ii.  69,  81. 

Clarendon,  Earl  (Victorian),  iii.  425-9. 

Class  representation,  essential  to  give  voice  to  all  popular  feelings,  iv.  190-2, 
299,  335-8,  351-2,  363-4. 

Classes,  strata  in  communities,  iv.  55-6,  81. 

Classic  vs.  Gothic  style  in  architecture,  ii.  353. 

Classic  vs.  Romantic  style  in  literature,  i.  126-9,  ii.  356;  see  also  "Words- 
worth, Tennyson,  and  Browning"  (Vol.  i.),  passim. 

Classic  world,  contrast  with  Jewish,  i.  43,  99-100,  iv.  553-5;  character  of 
civilization,  ii.  10 ;  resemblance  to  the  present  in  political  problems,  iv. 

Classics,  English  politicians  of  old  school  trained  in,  iii.  37,  231-2. 

Claude  (the  artist),  ii.  353. 

Clearing-House  system,  v.  124-6 ;  private  banks  in  the  London,  173. 

Cleou,  low  type  in  old  times  from  lack  of  middle  class,  iii.  39;  coarseness  of 
type,  66. 

Clergy  of  Queen  Anne's  time,  Jacobitism,  iii.  193-4,  iv.  385-6. 

Climate,  how  change  of  changes  character,  iv.  507-8. ' 

Clive,  Mr.,  on  Sir  G.  C.  Lewis,  iii.  265. 

Cluverius's  "Italia  Antiqua,"  ii.  30. 

Clough,  A.  H.,  i.  xli.-xliii.,  175-199;  quoted,  i.  253,  iv.  568;  in  connection  with 
Crabb  Robinson,  ii.  283,  289,  290 ;  on  imitativeness,  iv.  451. 

Coal,  chief  industrial  implement,  v.  98 ;  coal  trade  badly,  injured  by  rise  in 
price,  261. 

"Coalition"  (Fox  and  North),  iii.  141-9;  gave  Tories  fifty  years'  power,  iii. 
206,  iv.  249. 

Cobbett,  W.,  on  rhyme,  i.  442. 

Cobden,  R.,  iii.  413-19;  oratory  of,  i.  xxix. ;  versed  in  Thucydides,  i.  Ixx.;  a 
"character,"  ii.  382;  on  Peel,  iii.  37;  on  his  sliding  scale,  77;  disciple 
of  Adam  Smith,  306,  v.  346 ;  on  dissolutions,  iv.  166 ;  on  difficulty  of  re- 
pealing Corn  Laws,  iv.  294 ;  on  political  economy,  v.  244. 

"Cobden  Club  Essays":  D.  A.  Wells  on  U.  S.  war  taxes,  iv.  42,  47-9;  from 
"Tenure  of  Land  in  India,"  v.  276-7. 

Cochrane,  Provost  (friend  of  Adam  Smith),  iii.  281. 

Cockburn,  Lord,  anecdote  of  Brougham,  iii.  84  ("the  Harangue"). 

Cockburn,  W.,  on  Sir  R.  Peel,  iii.  32-4. 

Code  Napoleon,  iv.  21,  210. 

Cohn,  Gustav,  on  banking,  v.  249-50. 

Coin,  some  banks  founded  to  give  good,  v.  54-6. 

Coinage,  international,  v.  477-518 ;  reason  of  royal  monopolies,  479 ;  seignior- 
age, 497-8;  effect  on  farmers  of  India,  of  meddling  with,  536,  565;  much 
above  metal  value,  evils  of,  552-3,  605  seq. 

Coins,  weight  in  gold  of  a  few  leading,  v.  496 ;  originally  simple  weights, 
501—2. 
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Coke,  Mr.,  "  Coalition"  M.  P.  from  Norfolk,  forced  out,  iii.  148. 

Colbert,  Louis  XIV.'s  minister,  ii.  393. 

Colebrooke,  H.  T.,  on  castes  of  India,  v.  275. 

Coleridge,  Hartley,  i.  45-80. 

Coleridge,  S.  T.,  on  German  philosophical  style,  i.  Ixxiii.;  on  reviewers,  i.  3, 
note  ;  influence,  31 ;  heredity,  47 ;  story  of  Hartley,  48 ;  Carlyle  on,  49, 
74 ;  conversation,  52,  74 ;  lack  of  will,  59,  61-2 ;  bequest  to  Hartley, 
64-5 ;  early  poems  and  character,  71 ;  dull  senses,  74-5 ;  unorthodoxy,  75 ; 
on  Shakespeare,  274;  on  "Paradise  Lost,"  342,  348;  on  fairy  stories  and 
unity  of  the  universe,  ii.  7;  "instructs  by  means  of  delight,"  175,  note; 
held  poetry  untranslatable,  237 ;  all  religion  revealed,  310 ;  paralysis  of 
will,  330  ;  on  errors  in  morals,  380 ;  on  ghosts,  iii.  36 ;  unwritten  philoso- 
phy permeated  the  age,  252;  quoted,  "dormitory  of  the  soul,"  ii.  330, 
iii.  417 ;  accepted  the  conclusion  but  not  the  logic,  v.  246. 

College,  only  place  to  make  friends,  i.  Ixxvi. 

Collier's  "Short  View,"  iii.  173,  note. 

Colman,  G.,  i.  396. 

Colonial  office  (English),  iv.  227. 

Colonies,  value  of  Crown  governors,  iv.  241-3 ;  bareness  of  mind  in  new, 
255-6 ;  usage-breakers,  557 ;  never  profit  the  founders,  v.  334. 

Commerce,  see  Trade. 

"Committee  of  the  Treasury,"  of  Bank  of  England,  v.  137,  156. 

Common  Pleas,  Court  of,  origin,  iv.  224. 

Commons,  English,  source  of  their  power  over  the  Crown  and  of  modern 
importance  of  ministers,  iii.  208. 

Commons,  House  of,  iv.  156-93;  change  in  procedure,  iii.  51 ;  limited  power 
in  18th  century,  149;  till  lately  controlled  by  peers,  iv.  14,  129;  present 
supremacy,  16,  137-8,  235-6 ;  social  influences  on,  88-9,  141 ;  fluctuating 
policy,  138-9 ;  no  time  to  think,  139 ;  a  blundering  mob,  139-40 ;  vigor 
and  consensus,  142-3;  functions,  156-60,  187-93,  "Parliamentary  Reform" 
entire ;  check  on  extravagance  (Cabinet  tax-laying),  162 ;  party  organiza- 
tion essential,  164-6,  but  lukewarmness  of  partisanship,  166-7 ;  dissolu- 
tion, 229,  237  seq. ;  old  methods  of  choosing  members,  278-9,  286,  316-17 ; 
supremacv  of  landed  interest  in,  296-9,  346-7 ;  composition  before  the 
Reform  A"ct,  372-82. 

"  Commonwealth  "  (under  Cromwell),  opened  fundamental  questions,  i.  331-2. 

Communism  in  land,  the  first  and  natural  system,  v.  270-1. 

Competition,  former  fear  of,  v.  305;  regulation  of,  always  clumsy,  308-9; 
of  societies,  cause  of  high  development  of  Europeans,  330. 

Comptrollership  of  Exchequer,  "pivot  of  the  English  Constitution,"  iv.  224. 

Comte,  A.,  ii.  28,  159 ;  and  his  followers,  iv.  468. 

Comyns's  Digest,  iv.  98. 

Confession,  recent  expansion  in  the  Roman  Church,  i.  414. 

Confidence,  lacking  for  common  action  in  early  times,  iv.  259,  v.  425. 

Confiscation,  "healthy  habit  of,"  iv.  307. 

Congreve,  R.,  on  civilization  of  barbarians  from  contact  with  the  Romans, 
ii.  51. 

Connoisseur,  The,  i.  396. 

Conrart,  mediocre  French  writer,  iv.  469. 

Conscience,  origin  and  need,  i.  97-100 ;  ii.  129-31. 

Conservatism,  alliance  with  skepticism,  i.  12-13. 

Consols,  held  by  Bank  of  England,  v.  21;  "can  sell  on  a  Sunday,"  42-3; 
cannot  be  manipulated,  247. 

Constituencies,  characters  of,  iv.  191-2,  351-2. 

Constituent  Assembly,  see  French  Revolution. 

Constitution,  English,  see  English  Constitution. 

Constitutions,  depend  on  national  character  for  success,  ii.  394-5;  a  living 
one  constantly  changing,  iv.  1 ;  a  successful  one  must  have  elements 
both  to  gain  power  and  to  use  it,  53^i,  56-8;  must  have  some  accessible 
sovereignty,  131. 

Constitutional  Government,  see  Parliamentary  Government ;  typical  states- 
man of,  iii.  4,  7. 

Contract  vs.  status,  iv.  446-7. 

Conversation  not  a  lost  art,  iii.  5. 

Conviction,  emotion  of,  ii.  326-38. 

Conybeare,  W.  J.,  on  English  Church,  ii.  49. 
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Couyngham,  Marchioness  of,  mistress  of  George  IV.,  iv.  109. 

Cook,  Captaiu,  report  of  Australian  tribes,  v.  282 ;  on  pottery  of  Alaska,  420. 

Co-operative  production,  needs  an  artificial  "capitalist,"  v.  362. 

Corai,  A.,  editor  of  Greek  classics,  iv.  469. 

Corn,  see  Food. 

"Corn  bills"  (mercantile),  v.  11,  261,  286. 

Corn  Laws,  Peel's  relation  to,  iii.  7,  36-7 ;  passage  of,  44-5 ;  sliding-scale 
repeal,  77;  effect,  319-21;  Jas.  Wilson  on,  362-8;  repeal  difficult,  iv.  294, 
but  brought  about  by  Irish  famine,  297 ;  Ricardo  attacks,  v.  405-6. 

Cornwall,  harbors  of,  i.  Iviii.-lvix. ;  tin  mines,  v.  301. 

Corruption,  electoral:  universal  in  England  before  the  Reform  Act  of  1832, 
iii.  155,  iv.  377,  398-9,  later,  308-9,  344-6,  i.  lix.-lx. ;  in  France  under  Louis 
Philippe,  ii.  417-18. 

Cost  of  production,  v.  441-67;  fixes  market  value,  374-6;  Cairnes  vs.  Mill, 
450-5 ;  means  cost  to  capitalist,  454,  457-8 ;  in  rude  societies  means  only 
labor,  458;  Ricardo  on,  460;  under  least  favorable  conditions  fixes  prices, 
374-5,  563,  629. 

'"Cost"  value,  v.  452. 

Cottenham,  Lord  (Sir  C.  Pepys),  judicial  character,  iii.  72. 

Cottle,  J.,  publisher,  i.  71,  75  (note). 

"  Cotton  drain,"  of  English  coin  in  U.  S.  civil  war.  v.  33,  118. 

Counting,  see  Arithmetic. 

"Country  Party,"  i.  15. 

Coup  d'Etat,  French,  of  1852,  see  Letters  in  Vol.  ii.  passim. 

Coupons,  collection  of  by  banks,  v.  178. 

Courage  an  evil  when  it  fights  losing  battles,  iv.  14. 

Courier,  Paul-Louis,  on  Academic  Francaise,  iv.  469. 

Court  Circular,  iv.  82. 

Coventry,  borough,  corruption  of,  iv.  398. 

Coverley,  Sir  Roger  de,  hypothetical  view  of  modern  politics,  i.  Ixxi. 

Cowper,  W.,  i.  387-444. 

Crabbe,  G.,  quoted,  i.  3,  ii.  213;  accused  of  "Methodism,"  ii.  49,  159;  descrip- 
tive style,  213,  214. 

"Crazy  Tales"  (J.  H.  Stevenson's  stories),  ii.  164-5. 

Creasy,  E.  S.,  "English  Constitution,"  iv.  369. 

Credit,  whether  it  is  "capital,"  iii.  369,  v.  f87;  apparent  obviousness  of,  iv. 
260 :  life  of  modern  trade,  v.  6-16 ;  essence  of,  17-18 ;  English,  depends 
on  Bank  of  England,  26 ;  use  and  dangers,  39 ;  like  loyalty,  47-8 ;  deli- 
cacy, 82 ;  variations,  86,  182 ;  gauged  by  bills,  91-2 ;  improvement  after  a 
depression,  97;  checks  to,  102;  of  merchants,  a  great  tradition,  181-2; 
fluctuation,  182 ;  means  an  opinion,  183. 

Crimean  war,  rural  view  of,  i.  liv. ;  weak  administration  at  breaking  out,  iii. 
6-7,  replaced  by  strong  one,  iv.  74;  Gladstone's  conduct  toward,  iii.  98; 
finances  of,  258 ;  mismanagement,  iv.  199 ;  Roebuck's  motion  for  inquiry 
on,  295-6 ;  divided  public  opinion  on,  327-8. 

Criticism,  Hazlitt  on,  i.  2,  note;  review,  i.  2,  3;  degraded  by  "popular" 
poetry,  202-3. 

Critics,  not  their  business  to  be  thankful,  ii.  58. 

Croker,  J.  W.,  on  Napoleon,  i.  296;  opposes  Reform  Bill,  iii.  331. 

Cromwell,  Oliver,  Milton  adheres  to,  i.  330;  Macaulay  and  Carlyle  compared 
as  to,  ii.  74 ;  religious  fervor,  76 ;  deportations  of  royalists,  388 ;  not  fit  for 
social  ruler,  iv.  91;  "founded  the  English  Constitution,"  281-2;  "trust 
in  God,"  etc.,  482,  587;  sighed  for  by  fanatics,  569. 

Crown,  see  Sovereign. 

Cruikshank,  G.,  illustrates  Dickens's  novels,  ii.  239. 

Cudworth,  "Immutable  Morality,"  ii.  125-7,  128. 

Culture,  slow  growth  of,  iv.  54-5. 

Curchod,  Mile.,  ii.  23-5. 

Currency,  kind  of  system  immaterial  to  bankers,  v.  18,  20 ;  formerly  thought 
chief  banking  question,  58;  inconvertible,  established  in  England  in  1797, 
405 ;  universal,  requisites  for,  487-94 ;  United  States,  509,  commission  on, 
581-9;  paper,  effect  on  industry,  iii.  369-70  (Jas.  Wilson  on),  v.  569-70, 
577,  indispensable  preliminary  to  deposit  banking,  v.  58-61 ;  contraction 
and  expansion,  v.  571 ;  should  be  automatic,  599. 

Curtius,  G.,  on  mantic  (prophetic)  art  in  Greece,  iv.  554. 

Custine,  Marquis  de,  ii.  57. 

Customary  prices,  see  Prices. 

Cyclopes,  iv.  436,  440,  464. 
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DALMATIANS,  to  benefit  by  Suez  Canal,  v.  12. 

Damaras,  "luck"  among,  iv.  529-30;  barter  among,  v.  284-5;  domestication 
of  animals  by,  422-3. 

Dances,  Indian,  v.  263. 

Danton,  motto  of,  ii.  377. 

Dartmouth,  Lord  (Secretary  of  State  with  Bolingbroke),  iii.  196. 

Darwin,  C.,  "Origin  of  Species"  quoted,  iv.  255;  theory  of  morality,  514; 
originality,  577;  "natural  selection,"  v.  251. 

D'Avezac,  on  native  Brazilian  pottery,  v.  421. 

David,  character  of,  i.  308-9. 

Debts,  banking  and  broking  means  thinking  whether  others  will  pay,  v.  286. 

"Deceased  wife's  sister"  act,  origin  of,  iii.  409. 

Decimal  coinage,  desirable,  v.  489-90 ;  not  needed  in  early  times,  v.  494. 

"Deferential"'  system,  iv.  5,  18-19,  187,  267-72,  386-7;  instability,  7,  271-2 ; 
results  in  England,  269-71. 

Definitions,  fixed,  danger  in  economic  discussion,  v.  290-1. 

Defoe,  style  of,  i.  153,  213,  233;  "Compleat  Tradesman,"  ii.  1;  character  of 
descriptions,  263;  "Robinson  Crusoe"  illustrates  growth  of  capital,  v. 
419-20. 

Demand,  v.  378-9  (see  Political  Economy  and  Smith,  Adam) ;  money  on,  see 
Money. 

Demetrius  Phalereus,  ii.  28-9. 

Democracy,  best  for  the  masses  (Hutton),  i.  Iv.;  absurdity,  ii.  272;  varied  by- 
national  character,  440-2 ;  would  have  perpetuated  Stuart  despotism,  iii. 
340-1,  iv.  384-90;  favorable  conditions  for,  iv.  19;  in  Greece,  79,  275, 
550-3 ;  free  from  court  corruptions,  109-10 ;  falsity  in  theory  and  evils  iu 
practice  of  government  by  mere  numbers,  169-71,  310-16 ;  social,  inev- 
itable in  new  countries,  266-7;  spontaneity  everywhere,  352;  "like  the 
grave,"  546. 

Democracy  of  thought,  results,  i.  1-7,  ii.  444. 

Demonetization,  effect,  v.  532,  542-3,  572. 

De  Morgan,  A.,  i.  xxvii.,  xxix.;  on  Bacon's  method,  v.  250,  note;  on  mathe- 
matical terminology,  v.  290. 

Demosthenes,  ii.  28-9,  64-5;  character  of  oratory,  66,  iii.  82,  held  delivery 
its  chief  requisite,  225 ;  his  father's  slave-owning,  v.  279 ;  on  trade  loans,. 
303. 

Deposit  banking,  see  Banks  and  Banking. 

De  Quincey,  i.  51. 

Derby,  Lord,  change  of  principles,  i.  Ixxi.;  on  Peel's  ability  to  "dress  up  a 
case,"  iii.  28;  Reform  Bill  of  1859,  90,  note;  supports  Reform  Bill  of 
1832,  331;  born  in  the  "  pre-scientific  period,"  420;  "pre-'32  statesman," 
iv.  4 ;  wished  to  create  life  peerages,  21 ;  kept  in  power  in  1858  by  union 
of  Tories  and  Radicals,  106 ;  letter  from  Wellington  on  management  of 
House  of  Lords,  132-4. 

Derbyshire  lead  mines,  v.  302. 

Desaugiers,  iv.  469. 

Descartes,  deductive  philosophy,  ii.  406,  iv.  254. 

Despot,  in  Greece,  iv.  79. 

Despotic  Government,  stops  intellectual  advancement  of  the  mass,  ii.  443-4, 
iv.  591;  absurdity,  ii.  271-2;  simplicity,  iii.  18-20;  easier  to  deal  with 
than  free  government,  iv.  159-60 ;  despot  may  be  lazy  and  must  be  over- 
burdened, 197-8,  216 ;  military,  usual  and  best  system  in  early  times,  559. 

De  Tocqueville,  A.,  on  Napoleon's  civil  work,  iv.  223;  advocates  local  self- 
government,  287;  on  Suez  Canal,  v.  12. 

Devonshire,  England,  climate  of,  i.  xxxiii. 

Deyverdun,  Gibbon's  friend,  ii.  34. 

Dickens,  C.,  ii.  239-78;  character  of  genius,  199 ;  over-realism  of  characters,. 
213. 

Dictatorial  Government,  iv.  217-18. 

Diocletian,  persecutions  by,  ii.  347. 

Diplomacy,  benefits  of  frankness  in,  iv.  32. 

Discount,  rate  of,  raised  to  maintain  bank  reserve,  v.  33  ;  how  fixed  in  Lom- 
bard Street,  76  seq. ;  power  of  Bank  of  England  to  alter,  356. 

Discovery  of  laws  of  nature,  how  made,  v.  250-1. 

Discussion,  government  bv,  iv.  542  seq. 

Diseases,  of  civilization,  fatal  to  savages,  v.  330. 
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Disraeli,  B.,  iii.  446-50;  popular  distrust  of,  i.  302,  ii.  405,  iii.  6;  felt  under- 
valued, i.  303 ;  quoted,  ii.  99,  439 ;  characteristics,  405  ;  on  youthful  conceit, 
iii.  128 ;  source  of  power,  iii.  176,  iv.  184 ;  failure  of  1852  Budget,  iii.  204 ; 
changes  of  side,  211 ;  flighty  schemes,  214 ;  compared  with  Charles  Towns- 
hend,  284,  448 ;  on  Cobden,  416 ;  contempt  of  forms,  434 ;  calls  Peel  party 
an  "organized  hypocrisy,"  446,  iv.  240. 

Dissenters,  position  in  England,  i.  Ixxvii. 

''Divine  right"  of  kings,  iv.  82-6,  274,  435  (Filmer-Locke  controversy);  popu- 
lar belief  in,  iii.  177-8,  193-4,  iv.  386. 

"  Division  of  labor,"  relation  to  good  and  bad  times,  v.  83-4;  makeshifts 
for  (hereditary  trades,  castes,  etc.),  266  seq. ;  involves  skill  in  guessing 
wants  of  consumers,  295-6 ;  first  rendered  possible  by  cattle,  427. 

Dodington,  Bubb,  iii.  47,  iv.  425. 

Domestication,  see  Animals. 

Dominic,  St.,  type  of  enthusiast,  i.  43. 

Domitian,  ii.  51. 

"Don  Quixote,"  class  of  novel,  ii.  199;  his  helmet  (symbol  of  routine  admin- 
istration), iii.  60. 

Dorchester,  Lord,  father  of  "  Lady  Mary,"  i.  353. 

Dort,  Synod  of,  ii.  77. 

Dover,  Lord,  type  of  borough-mongers,  iii.  48. 

Drain,  foreign  (of  money),  see  Banking  Reserve  and  Cotton  Drain. 

Drew,  F.,  on  castes  of  India,  v.  272-3. 

Droz,  G.,  French  historian,  ii.  74. 

Drummond,  Peel's  secretary,  assassinated  by  MacNaghten,  iii.  415. 

Drunkenness,  a  check  on  population,  v.  393-4. 

Dryden,  J.,  on  Milton,  i.  348;  on  rhyme,  433;  (?)  on  the  "noble  savage,"  iv. 
466. 

Duff,  Grant,  on  Prussian  bureaucracy,  iv.  207-10. 

"Dumpor's  Case,"  i.  13. 

Duncombe,  Mr.,  London  M.  P.,  iv.  305. 

Dundas,  H.,  political  "boss"  of  Scotland,  i.  32,  iii.  146. 

Dundee,  Bank  of,  v.  57-8 ;  statement  1764-1864,  226. 

Dutrieu,  as  writer  on  logic,  v.  414. 

Dyce,  Rev.  A.,  on  Hartley  Coleridge,  i.  51-2. 

"Dyer's  hand"  (office  routine),  iv.  214. 

EAST,  hide-bound  civilization,  ii.  10,  396,  iv.  456,  465-6,  v.  326;  caste  society, 
ii.  191-2;  "simple  and  violent,"  iv.  439,  v.  266;  importance  of  etiquette 
and  manner  in,  iv.  537-40;  contrasted  with  West  in  manner,  537-8,  and  in 
institutions,  542-3;  silver  the  best  currency  for,  526,  545,  and  likely  to 
continue  the  chief,  620-2. 

East  India  Company  (see  also  India),  v.  144 ;  English  government's  attack 
on,  iv.  378-9. 

East-Indians,  Burke  on  Jacobinism  of,  iii.  46,  iv.  185-6.  352. 

"Ecclesia,"  the,  in  Greece,  iv.  79. 

Echard's  Roman  History,  ii.  11. 

Eclipses,  old  terror  of,  iv.  524. 

Economist,  The,  foundation  of,  iii.  358-9,  372-4;  articles  from,  quoted  and 
criticized^  in  "Lombard  Street." 

Economises,  French,  of  18th  century,  iii.  290-5;  their  theory  on  agriculture, 
291-3,  v.  376. 

Economy,  strong  impulse  in  economic  writers,  i.  Ivii. ;  an  unpopular  virtue  in 
governments,  iv.  161-2. 

Edinburgh,  old,  i.  1,  note  ;  fine  society  in  18th  century,  iii.  301-2. 

Edinburgh  Review,  see  "First  Edinburgh  Reviewers,"  Vol.  i.  ;  also  i.  202. 

Editor,  the  trade  invented  by  Jeffrey,  i.  33 ;  the  real  producer  of  a  paper,  v. 
294. 

Education,  real  use  of,  i.  Ixx. ;  system  best  for  England,  Ixxv. ;  for  delicate 
children,  392-3;   two  kinds  of,  ii.  11-12;   in  religion,  345;    in  England, 
criticism  of,  iv.  222-3 ;  connection  with  franchise,  354-5. 
old  hostility  to  popular,  iii.  55-6,  criticism  of,  iv.  222-3,  connection  with 
franchise,  354-5. 

Education  Act,  English,  how  made  possible,  iv.  3. 

Egypt,  Sir  G.  C.  Lewis  on  English  policy  toward,  iii.  229,  on  its  ancient  his- 
tory, 246-51 ;  old  hierarchy  hated  commerce,  iv.  453-4 ;  break-up  of  caste 
system  iu,  v.  275. 
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Eighteenth  Century,  character,  ii.  37-9  ;  Church  of  England  and  Christianity 
in,  49. 

Eldon,  Lord,  and  his  times,  i.  7-14,  25,  26,  iii.  43-9,  317  seq.,  v.  406,  410;  on 
Oxford  examinations,  ii.  13,  ''Six  Acts,"  269;  a  beacon  to  youth  of 
Newcastle,  426;  belief  that  Bellingham  meant  to  kill  him,  iii."  9;  "sat 
heavily  on  mankind,"  i.  14,  iii.  47;  "would  begin  life  as  an  agitator'* 
iii.  50.  iv.  182  ;  spirit  of,  iii.  407-8. 

"Eldonine,"  Quarterly  Review  on,  iii.  407-8. 

Elections,  corruption  at,  see  Corruption. 

Electoral  College,  see  United  States. 

Elements,  of  the  physical  universe,  dispute  over,  ii.  9-10. 

Eliot,  Mr.  (later,  Sir  G.  and  Lord),  Gibbon's  friend,  ii.  33,  iii.  344. 

"  Eliot,  George,"  i.  213,  ii.  167-8. 

Elizabeth,  Queen,  and  the  act  of  Royal  Supremacy,  iii.  105-6;  "murmuring'* 
Parliament,  iv.  281;  age  of,  like  and  unlike  Anne's,  490-1,  greatness,  548. 

Elliot,  Capt.,  Wellington  upholds  action  in  China,  iv.  133. 

Emerson,  R.  W.,  quoted,  i.  xxxiii.,  122  (?),  132-3;  on  the  "languid  Oxford 
gentleman"  (Clough),  i.  xlii.,  iii.  93. 

Emigration,  large  enough  to  remove  all  surplus  population  impossible,  v.  334. 

Employments  or  trades,  none  in  primitive  times,  v.  263-5;  among  the  Man- 
dans,  264-5  ;  meaning  of,  282,  293  ;  fixity  of  early,  profitable  or  not,  2S2-3  ; 
family  inheritance  of  skill  in,  289;  free^choice  prevented  by  guilds,  305. 

England,  see  under  names  of  its  sovereigns  since  Henry  VIII.  (Elizabeth, 
James  I.,  Charles  I.,  Cromwell,  Charles  II.,  James  II.,  William,  Anne,  the 
four  Georges,  William  IV.,  Victoria)  ;  also  for  time  of  Cromwell  see 
"Milton,"  Vol.  i.;  for  that  of  Anne  see  "  Bolingbroke,"  Vol.  iii.;  of 
George  I.  and  II.,  see  "  Mary  Wortley  Montagu,"  Vol.  i.,  and  (vari- 
ously) "English  Constitution,"  Vol.  iv.;  of  George  III.,  see  last-named, 
"First  Edinburgh  Reviewers"  (Vol.  i.),  "Gibbon"  (Vol.  ii.),  "Pitt," 
"Brougham,"  "Adam  Smith  "  (Vol.  iii.);  of  French  Revolution  to  1832, 
see  also  under  Eldou,  Pitt,  and  French  Revolution  ;  of  George  IV.  and 
William  IV.,  and  Reform  Act  of  1832,  see  first  three  books  in  Vol.  iv., 
and  "Brougham,"  "Lord  Althorp,"  and  "Lyudhurst,"  Vol.  iii.;  of  Vic- 
toria, see  "English  Constitution,"  Vol.  iv.,  "Mr.  Gladstone,"  "The  Prince 
Consort,"  "Disraeli,"  and  others  of  the  small  biographical  papers  in 
Vol.  iii.;  of  Corn  Law  agitation,  see  under  Peel,  Cobden,  Disraeli,  Wilson 
(Jas.),  and  Corn  Laws.  Also  —  action  in  Spanish  war  compared  with 
that  in  Napoleonic  war,  iii.  200  ;  social  and  political  life  in  early  18th 
century  and  now,  i.  366-74  ;  union  with  Scotland,  iii.  279  ;  Porteous  affair 
under  George  II.,  ii.  103-4;  secular  and  religious  life  in  18th  centurv 
before  French  Revolution,  33-4,  37-9,  49,  102-3,  119;  picturesque  old 
country  life,  173-4;  mischiefs  from  monopoly  of  colonial  trade,  iii.  299; 
American  war  popular,  iv.  395,  but  feebly  carried  on,  413  ;  cause  of  this 
and  of  imbecile  handling  of  Pretender's  invasion  and  London  "  no-popery  " 
riots  (weak  administration  due  to  rotten-borough  system),  401-9  ;  Ameri- 
can hatred  to,  due  to  George  III.,  iv.  122;  history  and  development,  iv. 
273-89,  369-425;  people  afraid  of  the  executive,  iv.  284-6;  freedom  not 
the  result  of  parliamentary  omnipotence,  ii.  418  ;  disliked  by  despotisms, 
iv.  31-2;  before  the  Reform  Act  of  1832,  369-425,  the  nominal  represent- 
ation not  the  real,  305,  308-9,  county  and  borough  members,  iv.  297, 
375-82;  electoral  corruption  then,  377,  398-9,  later,  308-9,  344-6,  i.  lix.-lx.  ; 
shifting  of  power  from  South  to  North,  184-5,  390-2;  modern  delicacy 
of  structure,  ii.  379  ;  educational  system  compared  with  Scotch,  i.  27-8  ; 
"society"  one  of  "removable  inequalities,"  ii.  192-3;  change  in  relation 
of  court  to,  iv.  91-4;  wrong  attitude  in  U.  S.  civil  war  partly  caused 
by  paper  currency,  iv.  46-7;  army,  a  drifting  rabble,  219:  influence  of 
Protestant  religion,  557;  banking  resources,  v.  5,  216;  furnishes  the 
money  for  most  foreign  enterprises,  6;  profits  above  all  other  countries 
by  new  trade  openings,  12;  foremost  in  the  "great  commerce,"  259; 
free  circulation  of  labor  and  capital  in,  261;  growth  of  population,  262; 
?ple  the  leaders  in  international  transfer,  313;  rate  of  propagation, 

)inage,  492-3  ; 


;  artisans  save  less  than  Irish  peasants,  and  why,  429;  coinage, 
peers,  see  Aristocracies  and  Lords. 
English    Constitution    (see    also    Sovereign ;     Commons,   House    of ;     Lords, 
House  of;  and  heads  under  Table  of  Contents,  Vol.  iv.),  of  Palmerstou's 
time,  iv.  1 ;  Houses  equal  in  theory,  14,  129,  but  House  of  Commons  the 
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real  ruler,  14-15,  129-32,  162,  235-6;  prerogatives  of  sovereign,  24,  97  seq. ; 
transfer  of  diplomatic  affairs  to  Parliament,  26  seq. ;  illustrated  by 
France,  34-9,  by  United  States,  39-49;  dignified  and  efficient  elements, 
53-8,  222,  231-2 ;  mixture  of  different  strata,  55,  81 ;  legislative  and  execu- 
tive functions  fused,  63;  a  government  by  "public  meeting,"  162  seq. ; 
popular  impression  of  its  inefficiency,  218-19;  House  of  Commons  the 
ultimate  authority,  235-6;  "safety-valve"  (creation  of  peers),  23?'-8, 
248-50;  "regulator"  (dissolution),  237,238-48;  essence,  the  many  obeying 
the  few,  267-72;  "founded  by  Cromwell,"  281-2;  its  history  that  of  the 
popular  element,  556. 

English  people,  stolidity,  S.  398 ;  obstinacy  and  consistency,  402,  404 ;  slow- 
ness, 441;  rough  sense,  444;  high  spirit,  iii.  206;  better  fitted  for  early 
than  modern  problems,  309-10 ;  modification  in  colonies,  iv.  452 ;  com- 
pared with  Australians,  488 ;  bigotry  among,  548 ;  notion  of  a  holiday, 
567 ;  superiorities  to  savages,  580. 

Entails,  possible  destruction  of,  iv.  20-1. 

"  Enumerative  "  method  in  political  economy,  v.  249. 

Epicureanism,  i.  104,  ii.  124-5,  130,  298-9 ;  not  suited  to  Romans,  iv.  483. 

Epoch,  literary  style  of  an,  iv.  448-51,  490-2. 

Equality,  political  and  social,  false  in  theory,  iv.  265,  but  inevitable  in  new 
countries,  265-6. 

Error,  more  formidable  than  fraud,  v.  168. 
—  Erskine,  Harry,  Crabb  Robinson  on,  ii.  286-7. 

Eskgrove,  Lord,  iii.  84. 

"Essays  and  Reviews"  Case,  ii.  363,  368. 

Essex,  England,  agricultural  county,  v.  184. 

Established  Church,  see  Church  of  England. 

"Establishment,"  necessity  in  business,  v.  445. 

Estlin,  Dr.,  i.  xxvi. 

"Ethics,  not  involved  with  political  economy,  v.  322. 

Ethnology,  verdict  on  primitive  man,  iv.  486-8. 

Euclid,  type  of  character,  ii.  59 ;  of  political  thought,  405. 

Euripides,  i.  207. 

Europe,  nations  of,  the  only  progressive  ones,  iv.  456;  from  competition, 
487,  v.  330 ;  southern  ports  once  center  of  Oriental  trade,  v.  11 ;  North  of, 
origin  of  banks,  54. 

Evelyn,  J.,  on  "Lady  Mary's"  grandmother,  i.  355-6. 

Exchange  business,  by  Avhom  conducted,  v.  138 ;  may  create  interests  adverse 
to  Bank  of  England,  155 ;  how  affected  by  coinage  reform,  479-81. 

"Exchange  value,"  a  difficult  abstraction,  v.  283-5;  discussion  of,  348  seq.; 
Adam  Smith  on  "natural"  rates,  372-3 ;  meaning,  441-3  ;  ultimate,  452-4. 

Exchanges,  as  a  guide  to  banks,  v.  33 ;  what  to  do  when  unfavorable,  33-40, 
45,  '46;  Bank  officers  on,  113-14;  Mr.  Goschen  on,  117;  effect  on,  of 
changes  in  coin  values,  v.  527-8. 

Exchequer,  Court  of,  iv.  224. 

Exchequer  Bills,  v.  285-6 ;  Duke  of  Wellington  on  issue  of,  130. 

Executive  officers,  should  not  be  charged  with  detail,  v.  139,  180. 

Exeter  Hall,  "bray"  of,  ii.  74,  iii.  304. 

Exile,  ancient,  terrors  of,  v.  268. 

Exports  and  Imports  (see  also  Trade),  usually  balance  in  foreign  trade,  v.  31 ; 
how  affected  by  change  in  discount  rate,  v.  33,  by  note  issue,  79,  by 
changes  in  coin  values,  527-8,  530-1,  547-50,  565-7,  577-8,  580,  617  seq. 

FAMILY,  best  bond  for  fighting  nation,  iv.  517-518,  586. 

Fancy  vs.  imagination,  i.  125-6,  131-2. 

Fashion,  development  of,  iv.  492. 

Fawcett,  Henry,  on  exchange  value,  v.  284;  questions  to  Bagehot,  627-30,  631. 

Feudal  system,  genesis  of,  v.  276-7 ;  stagnation  of  labor  involved  by.  277,  296. 

Fielding,' II.,  allusion  to  "Tom  Jones,"  ii.  77;  class  of  novelist,  199. 

Fielding,  Justice,  iv.  412. 

Fijis,  tyranny  of  custom  among,  iv.  584. 

Fitzgerald,  Percy,  biographer  of  Sterne,  ii.  154-5. 

Flamsteed,  contemns  Newton's  "Principia,"  v.  252. 

Flint  tools,  savage  use  of,  v.  265,  283. 

Florida,  mulattoes  in,  iv.  477. 

Florin,  English,  design  of  ("pound  and  mil"),  v.  504,  512,  514. 
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Folard,  M.,  military  critic,  ii.  27. 

Food,  Adam  Smith  on  different  kinds,  iii.  298;  "corn  bills,"  v.  11,261,  286; 
price  determines  state  of  trade,  85-6,  96 ;  prices  of  wheat  in  1867-8,  95 ; 
quoted  prices  treacherous,  247-8 ;  properties  in  common  with  machinery, 
291-2 ;  different  kinds  may  affect  breeding  power,  395-6. 

Forbes,  G.,  Bank  of  England  account,  v.  19. 

Foreign  Loans  Committee  on  stock-jobbing  frauds,  v.  246-7. 

Foreign  Policy,  see  Treaties. 

"Form  of  thought,"  English  Constitution,  iii.  68;  Thirty-nine  Articles,  see 
that  head. 

Fox,  C.  J.,  Gibbon  on,  ii.  56;  practical  schooling,  384;  on  Burke,  iii.  3; 
choked  by  his  words,  iii.  87;  debating  impulse,  99;  inferiority  to  Pitt, 
125;  on  Pitt's  precocity,  132;  hated  by  George  lit,  137;  why,  141-2; 
coalition  with  Lord  North,  141-9;  opposes  French  reciprocity  treaty,  153, 
but  supports  parliamentary  reform,  156  (notes);  "a  good  fellow,"  163; 
on  Dr.  Laurence,  256 ;  sentiments  on  popular  representation,  iv.  337 ;  calls 
George  III.'s  influence  "an  infernal  spirit,"  iii.  141,  iv.  99;  led  George 
IV.  astray,  iii.  141-2,  iv.  284,  490. 

Fox,  Henry  (first  Lord  Holland),  iv.  422. 

Fox,  W.  J.,  i.  xxix. 

"Fox's  martyrs,"  iii.  149. 

France  (see  also  French  people;  French  Revolution;  Franco-German  War; 
Bank  of  France;  Paris),  terror  of  Europe  under  Louis  XIV.,  iii.  181-2; 
War  of  Succession,  185  seq.;  in  18th  century  before  the  Revolution  — 
queen  of  continental  Europe,  ii.  287,  intellectual  freedom,  iv.  558,  elegant 
aristocratic  life,  ii.  171-2,  gorgeous  pageantry,  39,  taxes  and  wretchedness 
of  the  people,  iii.  288-90,  economises  and  their  theories,  290-5,  Pitt's  recip- 
rocity treaty  of  1784,  152-3;  Constituent  Assembly  of  1789,  ii.  392,  iv. 
447 ;  1789  +,  see  French  Revolution  and  Napoleon ;  Revolution  of  1830, 
i.  168-70,  ii.  411,  iii.  325-6 ;  Revolution  of  1848,  ii.  399,  412,  417-18,  iii.  438, 
iv.  95-6,  see  also  Louis  Philippe ;  Republic  of  1848-52,  anarchic  Assem- 
blies, ii.  409-10,  415,  iv.  36;  Louis  Napoleon's  Empire,  see  "Letters  on  the 
French  Coup  d'etat"  and  "A  Later  Judgment,"  Vol.  ii.,  —  also,  sham 
Parliaments  under,  iii.  135,  iv.  189,  278,  honeycombed  with  corruption,  ii. 
445-6,  "society"  under,  iv.  92-3,  industry  better  cared  for  than  under 
later  free  government,  iii.  440,  sources  of  his  power,  above  Letters,  i. 
10-11,  iv.  78-9;  causes  of  French  constitutional  failures,  ii.  401  seq.  ; 
present  Republic,  i.  xlvii.-xlviii.,  iv.  34-9;  Assemblies  have  always  howled 
down  discussion,  ii.  409-10,  415,  iv.  36,  548;  "elects  its  ruler  in  the  streets 
of  Paris,"  iv.  217  (cf.  ii.  411);  need  of  municipal  freedom,  ii.  435-7,  iv. 
287 ;  democratic  social  equality,  ii.  190-1 ;  indemnities  after  1870,  see 
Franco-German  War;  most  of  its  money  not  banked,  v.  53,  why,  62 
(Law's  bubble) ;  banking  resources,  216-17 ;  coinage,  490-1,  based  on  the 
franc,  491,  511;  resumption  by,  as  affecting  silver,  538-44;  financial 
troubles  caused  by  bimetallism  in,  538-44,  625-6,  628 ;  political  motive  for 
the  Latin  Union,  542-3,  627. 

France,  Bank  of,  see  Bank  of  France. 

Franchise,  see  Suffrage. 

Francis,  Rev.  P.,  Gibbon's  tutor,  ii.  7,  13. 

Franco-German  War,  French  indemnities  and  loans  after,  v.  5,  6,  25,  310-11 ; 
how  made,  201 ;  made  English  the  bankers  of  Europe,  14,  24 ;  financial 
effect  on  France,  438. 
-Franklin,  B.,  on  treaties  of  peace,  iv.  29;  common-sense  philosophy,  510. 

Fraud,  engendered  by  times  of  high  prices,  v.  103;  oftenest  attempted  on 
bankers,  151 ;  of  managers,  less  common  than  ruinous  error,  168. 

Frederick  the  Great,  "lost  the  battle  of  Jena,"  iv.  209;  constructed  the 
Prussian  administration,  223. 

Free  Government  (see  also  Parliamentary  Government),  essence,  iv.  73;  less 
intelligible  than  monarchy,  78,  less  interesting,  81-2,  not  supported  by 
religious  feeling,  82-7,  not'so  showy,  87  scq. ;  in  Greece,  essential  to  legiti- 
macy, 79;  nature  of,  180;  will  be  what  the  people  are,  221;  is  govern- 
ment by  "public  meeting,"  162  seq.,  by  "discussion,"  542  seq. ;  benefit  in 
preventing  hasty  action,  568-71,  and  excessive  sexuality,  571-4,  and  pro- 
moting "animated  moderation,"  574-6. 

Free  Trade  (see  also  Cobden,  and  Smith,  Adam),  the  anti-Corn-Law  agitation 
for,  i.  xxix.,  iii.  413-19;  identified  with  Adam  Smith,  iii.  305-6,  v.'  346-7; 
a  heresy  not  long  since,  v.  345;  instinctive  hostility  to,  among  the 
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masses  everywhere,  iii.  152,  205,  279-80 ;  even  now  unpopular  out  of  Eng- 
land, v.  242 ;  in  England,  first  attempted  by  Pitt,  iii.  152-3,  233,  attempt 
to  combine  with  Protection  after  1815,  iii.  319,  success  due  to  Reform 
Act  of  1832,  iv.  292,  v.  410,  succeeded  as  soon  as  it  ought,  iv.  297,  James 
Wilson  on,  iii.  362-8;  in  France,  given  only  by  Louis  Napoleon,  ii.  442, 
iii.  440. 

Free-will,  iv.  432-3,  514. 

Freeman,  E.  A.,  "History  of  Federal  Government,"  iii.  231;  "Norman  Con- 
quest," iv.  273;  on  Aryan  polity,  475.  556. 

French  language,  cosmopolitan  use  in  18th  century,  ii.  31-3. 

French  people,  national  character,  i.  Ixxv.,  ii.  399,  401  seq,,  iv.  36,  436,  548; 
political  timidity  and  conservatism,  iii.  437-8;  "strike  a  light,"  i.  142, 
ii.  404;  character  of  civilization  and  poetry,  i.  142-9;  leveled  society,  i. 
156-7,  ii.  190-1;  military  abilities,  ii.  27;  merits  of  style  and  defects  of 
matter,  41;  finish  of  style,  181-2;  "nervous  machines,"  435;  dexterous 
neatness  in  administration,  441-2;  not  afraid  of  the  executive,  iv.  285; 
mean  term  between  Latin  and  German  races,  478 ;  instability,  541. 

French  Revolution,  effect  on  English  feeling,  i.  11,  ii.  54-7,  119,  iii.  8-9,  164-5, 
317-19,  iv.  402,  v.  386,  400 ;  industrial  effects,  iii.  319-21 ;  destruction  of  old 
institutions,  gave  Napoleon  a  grand  opportunity  for  civil  construction,  ii. 
382,  392-3,  iv.  223,  French  enthusiasm  over,  iii.  68-9 ;  Pitt's  policy  toward, 
iii.  164-7;  frightened  George  IV.,  iv.  283-4;  war  against,  popular  in  Eng- 
land, 395;  kept  rotten-borough  system  alive  a  generation,  396;  quicken- 
ing effect,  549 ;  clarified  Mitford's  historical  perception,  550-1. 

Friction,  in  political  economy,  v.  255-6,  262. 

Froude,  J.  A.,  his  Henry  VIII.,  ii.  224. 

"  Fundholders,"  iv.  390,  v.  64. 

GALTON,  F.,  on  taming  animals,  iv.  463,  v.  421-3;  on  Damaras  —  superstition, 
iv.  529-30,  barter  and  rudimentary  arithmetic,  v.  284-5 ;  favors  stirpicul- 
ture,  «iv.  534-5 ;  on  sexuality  vs.  intellect,  v.  337 ;  on  Oriental  markets, 
359 ;  on  breeding  power,  392-3. 

Gamblers,  superstition  of,  iv.  522. 

Garibaldi,  work  for  Italy,  iv.  95. 

Gascoigne,  General,  proposed  amendment  to  Reform  Bill,. iii.  307. 

Gaultier,  Abbe,  French  agent  to  Boliugbroke,  iii.  198-9. 

Genesis,  life  in  the  time  of,  v.  423-4. 


Genoa,  Bank  of  St.  George,  origin,  v.  54. 
George  I.,  time  of,  i.  358,  369-72; 


proclaimed,  iii.  217;  no  popular  loyalty  to, 
iv.  85;  not  a  domestic  model,  94;  ignorance  of  English  affairs,  118. 

George  II.,  politics  under,  managed  by  female  intrigue,  i.  370;  ruled  by  his 
wife,  iii.  221,  and  by  his  mistress  after  her  death,  iv.  109 ;  no  popular 
loyalty  to,  iv.  85;  not  a  domestic  model,  94;  on  the  "jobbing  away"  of 
his  army  by  Walpole,  413. 

George  III.,  Eldon's  devotion  to,  i.  8;  on  the  Bible,  44;  the  American  war 
his,  ii.  34,  iv.  245,  he  thus  causing  serious  defects  in  American  Constitu- 
tion, iv.  234,  and  American  hatred  to  England,  122,  but  the  English  people 
hearty  in  its  support,  395,  iii.  131 ;  letters  to  Pitt,  iii.  124 ;  struggle  with 
Whig  houses  for  political  influence,  133,  149;  Lord  North  his  tool,  135-7; 
victorious  fight  against  "coalition,"  141-9;  isolation  makes  him  depend- 
ent on  Pitt,  150 ;  really  ruled  the  country  in  early  part  of  his  reign,  108 ; 
first  Hanover  to  receive  Tory  loyalty,  84-5,  and  the  first  sovereign  since 
James  II.  without  a  competitor  for  the  throne,  283;  a  "consecrated 
obstruction,"  86;  morality,  91,  93;  industry  and  love  of  business  detail, 
91,  94,  100,  121;  himself  the  government,  98;  his  influence  called  by 
Fox  "an  infernal  spirit,"  99;  prejudices  and  love  of  mediocrity,  105; 
source  of  his  power,  113 ;  power  over  ministers,  116,  239,  245 ;  meddling, 
118,  122 ;  unreliable,  252 ;  insanity,  122,  252,  283 ;  use  of  patronage,  401-9. 

George  IV.,  Eldon's  devotion  to.  i.  8 ;  visit  to  Scotland,  ii.  207,  note ;  char- 
acter, iii.  49 ;  led  astray  by  Fox,  iii.  141-2,  iv.  284,  490 ;  selfish  profligacy 
cause  of  much  of  the  discontent  resulting  in  Reform  Act,  iii.  404 ;  weak- 
ness, iv.  118;  delusion  about  his  liberalism,  283-4. 

German  literature,  clumsiness  of  style,  i.  148-9,  ii.  41 ;  state  in  Gibbon's  time, 
ii.  32. 

Germans,  early  tribes,  partially  civilized  when  they  overthrew  the  Western 
Empire,  ii.  51-2;  position  of  king,  iv.  445;  relation  to  Roman  Empire, 
459 ;  polity,  556. 
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Germans,  modern,  bungling  administrators,  ii.  441. 

Germany,  bureaucracy  in,  iv.  207-10 ;  loan  fund,  v.  5 ;  indemnity  from 
France,  25-6,  310-11 ;  circulation  and  deposits  of  banks,  58 ;  never  secure 
from  invasion,  61 ;  amount  of  its  money  in  London,  95 ;  political  econ- 
omy in,  250,  note ;  people,  among  leaders  in  international  transfer,  313 ; 
power  over  English  money  market,  199-202,  204-5 ;  French  indemnity  to, 
how  paid,  201;  banking  resources,  21?';  demonetization  and  sales  of 
silver,  526,  529,  531-2,  534,  538,  558-9,  579,  583,  602,  604,  611,  624,  630. 

Gibbon,  E.  ("the  great"),  ii.  1-57;  style  of  composition,!.  63;  cold  nature, 
ii.  61 ;  "  words  good  to  eat,"  121 ;  on  Caliph  Omar,  326  and  note ; 
reckoning  of  parliamentary  factions,  iii.  140 ;  offered  seat  in  Parliament, 
344. 

Gibbon,  E.  (grandfather  of  above),  ii.  1-5. 

(jiff en,  R.,  editing  "Economic  Studies,"  v.  237-8. 

"Gil  Blas,"ii.  199. 

Gin  vs.  tracts,  v.  371. 

Girardin,  E.,  as  political  intriguer,  ii.  381,  389,  422-3;  style  of  writing,  424-5. 

Gladstone,  W.  E.,  iii.  89-122;  too  economical,  i.  lyii.;  result  of  Oxford  train- 
ing, Ixxii.;  nature  of  his  financial  policy,  iii.  259,  outlined  by  Jas.  Wil- 
son, 368 ;  did  not  take  Budget  figures  at  second  hand,  433 ;  enormous 
popularity,  iv.  9 ;  quoted,  19 ;  fall  of  ministry,  194-5 ;  preparation  of 
"Budgets,"  228;  Macaulay  on,  415,  note;  on  oratory  of  Homer,  438,  552; 
Homeric  divine  morality,  512 ;  elevated  the  tone  of  the  community,  493 ; 
on  English  banking  reserves,  v.  108 ;  on  coinage  reform,  507. 

Glasgow,  a  century  ago,  iii.  279,  295 ;   Dr.  Straug's  book  on,  281. 

Glasgow,  University  of,  iii.  273,  277. 

God,  Milton  on  nature  of,  i.  343-4 ;  nature  and  attributes,  see  essays  on 
"Bishop  Butler"  and  "Ignorance  of  Man,"  Vol.  ii.;  St.  Augustine  on,  ii. 
118. 

Gods,  national  ideals,  ii.  323. 

Godplphin,  Earl  of,  i.  371 ;  iii.  186-7,  189,  192. 

Godwin,  W.,  i.  114 ;  perfectionist  theory,  v.  386-7. 

Goethe,  on  attempting  large  works,  i.  118-19 ;  on  Beranger,  155-6 ;  on 
Schiller,  207-9 ;  creative  power,  230 ;  lack  of  animal  vigor,  270-1 ;  on 
study  of  human  nature,  423 ;  on  observation  of  character,  ii.  94 ;  quoted, 
135,  313  ;  bust  of  Wieland,  288;  "  liberation  of  humanity,"  iv.  552. 

Gold,  not  best  standard  in  early  ages,  v.  493-4,  525-6 ;  effect  of  discoveries  on 
prices,  555. 

Gold  and  silver,  production,  v.  434-5;  value  determined  like  other  commodi- 
ties, 534;  changes  in  relations,  582-3,  615  (table),  624  seq.;  see  also  Money. 

Gold-mining,  typical  case  of  nature  of  profit,  v.  433-4,  461,  464-5,  629. 

Goldsmith,  "Vicar"  quoted,  i.  266;  Hazlitt  on  his  style,  ii.  84,  note;  on  Bol- 
ingbroke,  see  Bolingbroke ;  on  French  cookery,  iii.  439,  note. 

"Goldsmiths,"  robbery  of,  by  Charles  II.,  v.  63. 

Gonneville,  on  pottery  of  Brazil,  v.  420. 

"  Good  times,"  meaning  of,  v.  83-4. 

Gordon,  Lord  G.,  Dickens's  description  of  and  of  the  "no-Popery"  riots,  ii. 
245-6. 

Gorham  Case,  ii.  363,  368,  iii.  116. 

Goritz,  Baron,  i.  371. 

Goschen,  G.  J.,  on  exchanges,  v.  117 ;  suggests  change  in  steps  of  raising 
discount  rates,  117-18 ;  head  of  Committee  on  Depreciation  of  Silver, 
555,  575,  615,  617  seq. 

Gothic,  vs.  classical  architecture,  ii.  353. 

"Governor  and  Company"  of  Bank  of  England,  significance  of  title,  v.  144. 

Government  (see  also  Free  Government  and  Parliamentary  Government), 
popular  idea  of  immutability  of  their  own,  i.  288-9 ;  theoretic  absurdity 
of  all  kinds,  ii.  271-2;  no  kind  abstractly  right  or  best,  393-4;  by 
"public  meeting,"  iv.  162  seq.;  by  "discussion,"  542  seq.;  early,  objects 
of,  528-31  ;  oldest  and  hardest  worked  of  institutions,  y.  54 ;  all  people 
like  to  have  it  meddle,  242 ;  no  strong  one  in  early  times,  267 ;  make- 
shifts for,  296,  306. 

Graham,  Sir  Sandford,  racy  speech  on  Reform  Bill,  iii.  328. 

Grand  Alliance,  see  Bolingbroke. 

Grant,  President,  visit  of  Indian  chief  to,  iv.  538. 

Granville,  Lord,  on  Bagehot,  i.  xxv. 

Gray,  T.,  "Elegy"  quoted,  i.  &5,  394;  letter  to  West,  45-6;  character  of 
poetry,  67-8,  211-12;  "semi-original"  fancies,  335. 
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Great  Britain,  rate  of  increase,  v.  333 ;  see  England. 

Greece,  famous  men  of,  ii.  28-9 ;  free  constitution  essential  to  legitimate 
government  in,  iv.  79 ;  early  polities,  274-5 ;  primitive  history,  438-9 ; 
traces  of  old  family  groups,  441;  custom  first  broken  in,  543-4;  struggle 
of  aristocracy  and  democracy,  550-3 ;  prophetic  art  in,  554 ;  narrow 
escape  in  Persian  war,  559-60 ;  modern,  to  benefit  by  Suez  Canal,  v.  12. 

Greek  language,  used  by  Romans,  ii.  32. 

Greeks,  ancient,  love  of  fighting,  i.  440-1 ;  compared  with  Romans,  ii.  397-8; 
oratory,  iii.  82-3 ;  a  middle  term  between  Stone  Age  and  modern  times, 
iv.  461. 

"Greenbacks"  and  American  banking,  v.  18. 

Grenville.  Thos.,  survival  from  past  generation,  iii.  151. 

Greville,  Charles,  on  Reform  Bill,  iii.  329. 

Grey,  Charles  2d  Earl,  bill  for  Catholic  indulgence,  i.  9 ;  popular  slurs  at, 
25;  Gibbon  on,  ii.  56;  hesitating  about  Brougham,  iii.  69;  rawness  of 
ministry,  70 ;  relations  with  William  IV.,  74-5,  331. 

Grey,  Henry  George  3d  Earl,  destroys  theory  of  necessity  of  two  chambers, 
iv.  136-7 ;  critic  in  House  of  Lords,  153 ;  dislike  of  Palmerston,  195. 

Grey,  Sir  G.,  as  Home  Secretary,  iii.  22fr;  helps  disestablish  Irish  Church, 
iv.  3. 

Griffith,  Darby,  destroyed  Lord  Palmerston's  Government,  iv.  198. 

Grimshawe,  Rev.  T.,  on  Cowper,  i.  397,  note. 

Grote,  G.,  on  Homer's  Greece,  ii.  204;  on  Alkmaeonids,  341-2;  "History  of 
Greece,"  only  possible  in  England,  iii.  268;  on  Greek  polities,  iv.  79-80, 
275 ;  on  rise  of  Greek  oligarchies,  iv.  445 ;  on  compulsory  uniformity  of 
belief,  545;  genesis  of  his  "History,"  551-2,  553,  friend  of  James  Mill,  v. 
407;  on  J.  S.  Mill,  413-14. 

Grove,  Harriet,  see  Shelley. 

Guerronniere,  M.  de,  on  Louis  Napoleon,  ii.  382. 

Guichardt,  M.,  on  Caesar,  ii.  27. 

Guilds,  trade,  prevent  movement  of  labor,  v.  272,  and  capital,  305. 

Guizot,  M.,  iii.  436-41;  obtuse  senses,  i.  255-6;  his  works,  solid  reading,  297, 
and  too  impersonal,  ii.  402-3;  cause  of  weakness  in  1848,  iv.  95-6;  on 
heads  of  departments  having  seats  in  Parliament,  201;  on  "the  legiti- 
mate aristocracy,"  313. 

Gumley,  Miss,  Boliugbroke's  mistress,  iii.  174. 

Gerstenberg,  Mr.,  remarks  at  Bank  of  England  meeting,  v.  230. 

HALL,  Sir  C.,  i.  xlix. 

Hallam,  H.,  on  18th  century,  ii.  102;  on  Shakespeare,  242 ;  "English  Consti- 
tution," iv.  273;  on  the  Jacobite  clergy,  385. 

Hamburg,  Bank  of,  origin,  v.  55. 

Hamilton,  Lord  G.,  on  Indian  finances,  v.  574-5. 

Hamilton,  Sir  W.,  on  De  Morgan,  i.  xxix. ;  classical  scholarship,  iii.  274; 
"truncating"  a  problem,  iv.  579. 

Hampden,  John,  motto,  iv.  575-6. 

Hampden  Case,  iii.  115. 

"Hampden  Clubs,"  iii.  45. 

Hampshire,  England,  agricultural  district,  v.  10. 

Hankey,  T.,  on  working  of  Bank  of  England,  v.  26-7;  criticism  of  Economist, 
on  proportion  of  reserve  to  liabilities,  110;  reply  to  do.,  111-32. 

Hanoverian  family,  choice  of  for  English  successions,  iii.  180-1 ;  Queen  Anne's 
dislike  to,  216 ;  weak  loyalty  to,  iv.  84-5 ;  precarious  hold  on  crown, 
385-90. 

"Happy  accident"  (good  despot),  iv.  118. 

"Hard  times,"  see  "Bad  times." 

Hardinge,  Sir  Henry,  on  Lord  Althorp,  iii.  331. 

Hardwicke,  Lord,  on  Newcastle's  defeat  by  Bute,  iv.  407. 

Hare's  scheme  of  minority  representation,  iii.  346,  iv.  171-9. 

Harems,  form  of  early  capital,  v.  424. 

Harley,  Robert  (Lord  Oxford),  iii.  190  seq. ;  Swift  on,  iii.  215,  iv.  130. 

Harley,  "Tom,"  on  the  situation  in  1712,  iii.  212. 

Harman,  Mr.,  on  panic  of  1825,  v.  37,  131 ;  on  theory  of  exchanges.  114. 

Harrison,  F.,  Comtist,  iv.  468. 

Hastings,  Warren,  trial  of,  ii.  35. 

Hawthorne,  N.,  i.  xxxiii. 
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Hayley,  W.,  on  Lady  Austen,  i.  435;  kindness  to  Cowper,  i.  443. 

Hazlitt,  W.  on  Oxford  dullness,  i.  Ixxii  ;  on  reviewing  imaginary  books,  2; 
on  Eldon,  8-9;  paints  Hartley  Coleridge's  portrait,  48;  on  Shelley,  86, 
90,  132;  on  women's  dislike  of  genius,  113;  on  West,  257;  sensitive- 
ness, 278;  on  "Measure  for  Measure,"  291;  on  Cowper,  429;  on  Mack- 
intosh, ii.  63-4 ;  on  Burke  and  Goldsmith,  84 ;  quoted,  112 ;  fear  of 
footmen's  opinions,  187;  on  Crabbe,  214;  vs.  Lamb,  294;  "talks  pim- 
ples," 424;  on  useful  knowledge,  iii.  86. 

Head,  Sir  F.,  ii.  371. 

Hebrew,  see  Jewish. 

Heliogabalus,  ii.  51. 

Hemans,  Mrs.,  Shelley's  correspondence  with,  i.  112. 

Heminge,  Mr.,  Shakespeare's  associate,  i.  301. 

Hendriks,  Mr.,  on  coinage  obscurities,  v.  482. 

Henry  VII.,  omnipotence  of,  iv.  278. 

Henry  VIII.,  Froude  on,  ii.  224;  slavish  Parliament,  iv.  281. 

"Her  Majesty's  Opposition,"  iv.  66. 

Hereditary  —  ability,  no  means  of  propagating  for  government  or  business,  iv. 
118-19,  145,  217,  275,  v.  176 ;  estates,  political  dangers  to,  iv.  20-1 ;  trades, 
v.  271-2 ;  trade  skill,  445. 

Heredity,  laws  of,  iv.  428-34,  439,  447. 

Herodotus,  i.  423 ;  motley  world  in  time  of,  iv.  507 ;  absurdity  of  speeches  in, 
552. 

Herschel,  Sir  J.,  on  logic,  v.  414. 

Hervey,  Lord,  Walpole's  "queen-watcher,"  i.  370;  extract  from  memoirs  on 
Porteous  affair,  ii.  103-4. 

Hesketh,  Lady,  on  Mrs.  Unwin.  i.  422. 

Hieroglyphics,  Sir  G.  C.  Lewis  on  deciphering,  iii.  248-51. 

*' Higgling  of  the  market,"  v.  76. 

Hill,  Abigail  (Lady  Masham),  iii.  190,  193,  194,  195,  213-14,  215-16;  iv.  251. 

Hill,  Mrs.  (mother  of  above),  iii.  193. 

Hindoos,  slavishness,  ii.  397,  435-6. 

Hire,  scarcely  existent  in  early  times,  v.  425. 

"Historical"  method  in  political  economy,  v.  254. 

History,  writing  of,  ii.  35-7 ;  difficulty  of  modern  over  ancient,  41-2 ;  styles, 
42-3,  92-3;  disposition  indicated  by  devotion  to,  58-61;  human  nature  in, 
79;  Macaulay  on,  79-81;  ought  not  all  to  be  equally  brilliant,  98-9; 
imagination  needed  for  writing,  iii.  79;  conjectural,  falsity  of,  v.  52; 
"  an  old  almanac,"  v.  308. 

Hobbes,  T.,  on  relativity  of  good  and  evil,  ii.  126;  on  government,  iv.  230. 

Hogarth,  i.  279. 

Holland,  English  rivalry  with,  iii.  182,  204;  separate  treaty  of  England  with, 
in  1701,  199;  wealth  and  importance  in  18th  century,  298;  obstacles  to 
development  of  banking,  v.  61 ;  coinage  troubles,  626-7. 

Holland,  L.,  Governor  of  Bank  of  England,  on  panic  of  1866,  v.  226-8. 

Holland,  first  Lord,  iv.  423. 

Holland  (H.  R.  Vassall-Fox),  Lord,   on    Brougham,   iii.    62-3 ;    lukewarm    on 


parliamentary  reform,  328. 
Holy  Alliance,  iii. 


43,  54,  318. 
Homer,  impersonality  of,  i.  66 ;   as  creative  artist,  207 ;   spirited  style,  440-1 ; 

"animated  moderation,"  iv.  575;  oratory  of,  iv.  438,  552;    Gibbon  on,  ii. 

30-1;  deductions  from  his  poems  on— early  polity  of  Greeks,  ii.  204,  iv. 

274,  early  man  (Cyclopes),  iv.  436,  438,  position  of  early  Greek  sovereign, 

445,  comparative  polity  of  ear^h  and  Olympus,  475;  "survival"  morality, 

512-13-  quoted,  from  "catalogue  of  ships,"  i.  388,  on  "best  omen,"  587. 
Honduras  Loan,  manipulation  of,  v.  246-7. 
Honesty  the  best  policy  for  nations,  ii.  315  (cf.  v.  63). 
Hooker,  Bishop,  Izaak  Walton  on,  ii.  105-6. 
Hooper,  Bishop,  on  religious  affiliations  in  Tudor  times,  iv.  281. 
Horace,  compared  with  St.  Paul,  i.  43 ;   quoted,  43,  191,  ii.  7 ;    spirit  of,  140, 

159-61 ;  high  place  in  life,  170 ;  tone  of,  ii.  22. 
Horner,   F.,   i.   21-7;    aversion    to    religious    speculation,   41;    prophecy    on 

Brougham,  iii.  73;   (misprinted  "Hume")  brought  in  by  rotten-borough 

system,  342. 

Houghton,  Lord,  on  "island"  political  economy,  iii.  360,  417. 
House  of  a  legislature,  one  or  two,  iv.  130,  136-7. 
House  of  Commons,  see  Commons. 
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House  of  Lords,  see  Lords. 

Howell's  "History  of  the  World,"  ii.  11. 

Hudson,  the  "railway  king,"  ii.  1,  3. 

Hudson's  Bay  Company,  v.  144. t 

Hugo,  Victor,  on  the  Coup   d'Etat,  i.  xlvii. 

Huguenot  character,  iii.  436-7. 

Hume,  D.,  class  of  mind,  i.  12-13,  19;  influence  on  Shelley.  96,  104;  letter  to 
Gibbon  on  writing  French,  ii.  32 ;  character,  ii.  69,  iii.  304 ;  defects  of  his 
"History,"  69,  81;  character  of  his  works,  92-3,  97,  98,  iii.  112,  v.  367-8; 
prejudice  against  England  and  for  France,  ii.  32,  iii.  275 ;  "  Philosophical 
Essays,"  iii.  276;  on  Charles  Towushend's  offer  to  Adam  Smith,  285;  use 
of  English,  296-7;  Adam  Smith's  eulogy  of,  304;  misprint  for  "Homer," 
342 ;  letter  on  the  silk-weavers'  riot.  iv.  412 ;  on  rent,  373 ;  afraid  to  be 
dull,  380. 

Humor,  nature  of,  i.  37-8 ;  requires  courage,  ii.  275-6. 

Hunter,  W.  W.,  on  Bengal  Brahmans,  v.  273. 

Huskisson,  W.,  quarrel  with  Wellington,  iii.  325;  brought  into  Parlia- 
ment through  civil  service,  344. 

Hutchinson,  Lucy,  memoirs,  i.  353. 

Huxley,  T.  H.,  on  reflex  actions,  iv.  429-30;  presumptive  views  of  progress, 
579. 

Hyam,  Mr.,  remarks  at  Bank  of  England  meeting,  v.  228. 

"Hyphen,"  Cabinet  a,  between  legislature  and  executive,  iv.  61;  parliament- 
ary under-secretary  between  administrations,  v.  142-3. 

IMAGINATION,  contrasted  with  fancy,  i.  125-6,  131-2 ;  kinds  of,  170-1. 

Imitativeness,  as  formative  element  in  literature  and  national  character,  iv. 
448-53,  491-508,  578-9 ;  of  children  and  savages,  500-1. 

Impeachment,  iv.  24-5;  of  Andrew  Johnson,  40. 

Imports,  see  Exports  and  Imports. 

Incomes,  collection  of,  by  banks,  v.  178. 

Indecency,  ii.  168-9,  170-3. 

India  (see  also  East-Indians),  physical  isolation  —  advantages,  iv.  453,  evils* 
457,  464;  evils  of  thick  ill-civilized  settlement,  v.  539;  result  of  discover- 
ing Cape  passage  to,  v.  11;  new  things  held  irreligious,  iv.  531-2;  castes, 
v.  272-5,  iv.  478-9;  village  communities  —  v.  269-70,  slavishness  despite 
local  self-rule,  ii.  397,  435-6;  native  feudal  system,  v.  276-7;  potential  re- 
sources, iii.  299;  rate  of  increase,  v.  333;  English  empire  —  precariousness, 
v.  133,  "Coalition"  bill,  iii.  143-5,  prohibition  of  Christianity  in,  iii.  346, 
duties  of  English  in,  i.  Ivi.-lvii.,  who  are  too  different  to  benefit,  iv. 

Wilson's  regulation 
effect  or  depre- 
,  589-609,  617  seq. ; 

"tribute"  to  England,  560-2',  576; 'exports  to  do.,  567;  imports  of  silver 
into,  575-6 ;  Council  Bills,  589,  594-8. 

India  Office,  England  — make-up,  iv.  226-7;  financial  independence,  v.  196-7. 

Indian  pottery,  v.  421. 

Indians  (red).  Imitativeness,  iv.  501 ;  superior  manners,  538;  oratory,  549-50; 
Mandan.  life  among,  v.  263-5. 

Indo-European,  see  Aryan. 

Industries  (see  also  Trade),  partnership  of,  v.  84-6;  liability  to  fluctuation, 
99. 

Inebriety,  see  Drunkenness. 

Inquirer,  The,  Unitarian  weekly,  i.  xliv. 

"Inquirer,"  Godwin's,  v.  385. 

Insanity,  defense  in  murder  trials,  iii.  9-10. 

Instincts  of  first  men,  iv.  515-16. 

Institutions,  all  relative,  ii.  394-5;  oldest,  the  most  efficient,  iv.  57-8;  those 
making  for  progress,  474-83  ;  provisional,  479-81 ;  matching,  486. 

Interest,  a  refined  modern  idea,  v.  87-8;  raising  rate  of,  to  stop  drain  of 
money,  33,  40,  79,  117-18,  206;  long-continued  low  rate  of,  followed  by 
rapid  rise,  100;  fluctuation  of,  determines  flow  of  international  loan 
fund,  310 ;  what  fixes  rate  of,  436 ;  low  rate  gives  old  countries  advan- 
tages, 12,  448. 

International  coinage,  477-518. 


654        THE  TKAVELERS  INS.  CO.'S  BAGEHOT. 


Intrigue,  chief  power  in  a  court,  iii.  193-8. 

Intuitionism,  ii.  131,  319-24,  v.  513-14. 

Invention,  questionable  blessing,  iv.  5?'2;  prize-winning,  582-3;  effect  on 
trade,  v.  434. 

Ireland,  hypocrisy  of  Irish  M.  P.'s  on  Coercion  Bill,  iii.  26  ;  Pitt's  plan  for 
amelioration,  156-7 ;  members  for,  in  1816,  iv.  381 ;  Encumbered  Estates 
Act  due  to  Reform  Act,  292 ;  famine  in,  caused  repeal  of  Corn  Laws, 
297 ;  misery  due  to  over-breeding.  572. 

Irish,  wit  of,  ii.  398;  instability,  iv.  541;  porters  and  prostitutes  "strongest 
men  and  most  beautiful  women  in  Britain,"  iii.  298;  society  under  Bre- 
hon  Law,  v.  426 ;  Irish  peasants,  cause  of  large  relative  savings,  428-9. 

Irish  Church,  Peel's  relation  to,  iii.  2,  7. 

Iron,  chief  industrial  implement,  v.  96;  trade  crippled  by  rise  in  price  caus- 


ing a  glut,  261 ;  "bills,"  11,  286. 
Irony  the  oasis  of  Providence,  i.  198. 


Isaiah,  type  of  religious  temperament,  i.  43. 

Italy,  had  ceased  to  produce  great  literature  in  18th  century,  ii.  32;  court 
intrigues  in,  iv.  109 ;  republics  of,  as  usage-breakers,  iv.  543,  549 ;  to  ben- 
efit by  Suez  Canal,  v.  12 ;  earliest  banks,  54,  55 ;  Turin-Novara  railway, 
312  ;  coinage  evils,  478-9. 

JACOBINS,  the  first  East-Indians,  iii.  46,  iv.  185-6,  352. 

Jacobites,  English,  popular  strength  of,  iii.  193-4,  .iv.  84-5,  384-90. 

Jack  of  Newbury,  iii.  174. 

Jamaica,  mulattoes  in,  iv.  477. 

James  I.,  time  of,  i.  307;   and  Bacon,  ii.  68;  mutinous  Parliament,  iv.  281. 

James  II.,  strength  in  popular  superstition,  iii.  177-8  ;  only  legitimate  king 
by  religious  theory,  iv.  83-5 ;  theoretic  abdication,  84 ;  united  all  classes 
against  him,  282-3. 

"  Jane  Eyre,"  ii.  220,  note. 

Jan  in,  Jules,  ii.  403. 

Java,  mulattoes  in,  iv.  477 ;    climate  and  organic  life,  489 ;    coinage  in,  v.  627. 

Jeffrey,  Lord,  i.  1-2,  26,  28-33,  202 ;  religious  indifferentism,  41 ;  on  Althorp, 
iii.  310-11. 

Jena,  battle  of,  "lost  by  Frederick  the  Great,"  iv.  209. 

Jeroboam,  "first  Liberal,"  iv.  446. 

Jevons,  W.  S.,  on  fluctuations  in  value  of  gold,  v.  92 ;  on  Bacon's  method, 
250 ;  mathematical  theory  of  political  economy,  254 ;  on  markets,  352 ;  on 
depreciation  of  gold,  435~ 

Jews,  supremacy  of  conscience  in,  i.  99-100;  humanity  of  their  literature, 
124,  ii.  75-6;  persistence  of  race  type,  396;  removal  of  political  disabili- 
ties in  England,  iii.  115 ;  origin  of  polity,  iv.  446 ;  unmilitary  progress, 
473,  475,  554-5 ;  why  not  ruined  by  inbreeding,  478 ;  conquest  by  Romans, 
483;  condition  under  the  Judges,  v.  267;  pre-eminent  in  stock-jobbing 
but  not  in  other  business,  404. 

Job,  illustrates  human  limitations,  ii.  315. 

Jobbery,  natural  to  parliamentary  ministers,  iv.  241. 

John,  Gospel  of,  authenticity,  i.  xl. 

"John  Bull  cannot  stand  two  per  cent.,"  v.  92. 

Johnson,  Andrew,  quarrel  with  Congress  over  Reconstruction,  iv.  39-41,  232. 

Johnson,  Dr.  S.,  individuality  of,  i.  38;  on  books,  63;  on  tediousness  of 
mythology,  i.  101,  iv.  467 ;  on  Milton,  307,  320,  347,  a50-l ;  on  blank  verse, 
i.  441 ;  manner  of  reading,  ii.  28 ;  quoted,  168  ;  on  Sterne,  176 ;  disap- 
proves popular  education,  iii.  55;  "the  lie  of  the  day,"  v.  356-7. 

Joint-stock  backs  (see  also  Banks),  Lord  Overstone  on.  v.  161-2;  might  not 
succeed  everywhere  as  in  England,  163-4;  defects  of  government,  164-71. 

Joint-stock  companies,  executive  of,  v.  140 ;  successful  kinds,  158. 

Jones,  Mr.,  remarks  at  Bank  of  England  meeting,  v.  228. 

Jonson,  Ben,  i.  207. 

Jormard,  mediocre  French  writer,  iv.  469. 

Jouffroy,  T.,  on  persons  and  things,  i.  107-8. 

Jowett,  B.,  on  natural  religion,  i.  42;  on  ancient  world,  ii.  51;  un-Oxfordish 
Oxfordite,  iii.  92;  "ages  before  morality,"  iv.  466,  512. 

Joyce's  "Scientific  Dialogues,"  ii.  392. 

Judges,  English,  size  of  families,  v.  336-7. 

Judges,  Jewish,  nature  of  their  rule,  v.  267-8. 
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*'  Judges,"  Book  of,  picture  of  early  society,  v.  267-8. 

Junius,  motto,  ii.  66. 

Jurisprudence,  Austin's  work  for,  iii.  252-3,  254-5. 

KAMES,  Lord,  iii.  276. 

Kant,  L,  Bagehot  on  his  philosophy,  i.  xl.;    on  possibility  of  nature,   60-1; 

Goethe  on   his  philosophy,  208 ;    theory  of  intuitive  conscience,  ii.  131 ; 

difficulty,  290-1. 
Keats,  J.,  on  imagination,  i.  56;  nature  of  his  poetry,  127;  contrasted  with 

Shelley,  130-1;  peppering  his  tongue,  133;  type  of  fancy,  284-5;   "Ode 

on  a  Grecian  Urn"  quoted,  127,  iii.  109. 
Keble,  J.,  inspired  by  Wordsworth,  i.  78. 
Keightley,  T.,  see  "Milton,"  Vol.  i. 
Key,  Prof.  T.  H.,  xxviii.-xxix. 
King,  see  Sovereign. 
King,  Locke,  suffrage  proposal,  iv.  347. 
"Kings,  Lords,  and  Commons,"  ii.  392,  iv.  52. 
Kinglake,  A.  W.,  criticism  on  his  "Eothen,"  ii.  178-9;  quoted,  iii.  164,  iv.  439, 

v.  266. 

Kirwan,  A.  V.,  on  Louis  Napoleon,  ii.  383. 
Kit-Cat,  the,  i.  354. 

Kitchen  middens,  life  in  times  of,  v.  360. 
Knowledge,  volume  of,  destroying  general  outlines,  iii.  65 ;  Hazlitt  on  useful, 

86 ;  spread  of,  has  disappointed  hopes  of  enthusiasts,  86-7. 
Knox,  John,  intensity  of  belief,  ii.  329. 

LABOR  (see  also  Division  of  Labor),  transferability  of,  v.  261  seq. ;  no  circle  of 
employments  for  in  early  times,  265-6;  circulation  impossible  till  strong 
governments  arose,  266-70,  and  till  land  was  easily  transferred,  270-1 ;  cir- 
culation checked  by  trade  guilds,  272,  by  castes,  272-5,  by  feudal  system, 
276-7,  by  slavery,  277-80;  distribution  among  trades  settled  by  transfer 
of  capital,  290;  primary  source  of  all  production,  291;  useless  without 
capitalists,  294 ;  prerequisites  to  transferability,  296 ;  migration  to  best 
paid  employments,  362-3 ;  harder  to  move  than  capital,  and  hampered  by 
law,  363 ;  as  measure  of  value,  368-71 ;  relation  changed  by  machinery, 
369;  first  element  in  cost  of  production,  444;  in  early  times,  only  ele- 
ment, 263-6,  420-4,  452-3,  458 ;  Mill  and  Adam  Smith  on,  450-6 ;  different 
kinds  of  (Ricardo),  460;  not  different  from  other  commodities,  467. 

Laborers  (see  also  Lower  Classes),  useless  without  employers,  v.  294 ;  masters 
or  slaves  of  capitalists,  466-7. 

La  Bruyere,  excluded  by  the  Academy,  iv.  469. 

Laing,  S.,  on  German  bureaucracy,  iv.  209-10. 

"Lake  School"  of  poets,  see  Wordsworth,  Coleridge,  Southey,  etc. 

Lamartine,  A.  de,  on  Vergniaud,  iii.  80. 

Lamb,  C.,  on  history,  ii.  82. 

Lancashire,  England,  creation  of  its  manufactures,  iii.  12-13;  compared  with 
United  States,  iii.  94 ;  borough  rights,  iv.  376 ;  circulation  of  London  bills 
in,  184. 

Land,  right  of  occupancy  different  in  kind  from  other  property  rights,  iv. 
466;  results  of  uutransferability  of,  v.  165,  297;  early  systems  of  holding, 
270-1 ;  limited  and  unlimited  supply,  328-31 ;  no  reason  it  should  be  fer- 
tile, 331-2 ;  loans  on,  437 ;  results  of  discovering  great  fertile  tracts,  629. 

Land  Bank,  Chamberlayne's,  v.  65. 

Landed  interest,  despotism  in  Parliament,  iv.  183-4 ;  296-9. 

Langport,  England,  i.  xxvi. 

Language,  invention  of,  ii.  181. 

Languages,  Gibbon  on  learning,  ii.  12,  21;  "whoever  speaks  two  is  a  rascal," 
iv.  454. 

Lansdowue,  Lord,  lukewarm  on  parliamentary  reform,  iii.  328. 

Latin  vs.  Greek,  ii.  32 ;  corruption  into  Romance,  iii.  238-40,  iv.  436. 

Latin  Union,  v.  542-3,  554,  559-60,  572-3,  583,  610-11,  624-7. 

Laurence,  Dr.  French,  iii.  256,  263-4. 

Laurie,  Mr.,  remarks  at  Bank  of  England  meeting,  v.  232. 

Lausanne,  see  essay  on  Gibbon. 

Lavergne,  M.,  on  Napoleon's  civil  work,  iv.  223. 
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Law,  substitution  for  personal  loyalty,  i.  19;  in  early  times  change  not 
wished  or  needed  in,  iv.  261-4,  544,  religious  sanctity,  274,  444,  502,  531, 
544,  v.  267,  necessity  and  difficulty  of  society  coming  under,  462-4,  noth- 
ing to  do  with  life  or  property,  528,  real  object,  528-32. 

Laws  of  nature,  how  discovered,  v.  250-1. 

Law's  bubble,  v.  62. 

Leblanc,  Mr.,  ii.  287. 

Leeds,  England,  type  of  manufacturing  center,  iv.  300. 

Legal  fictions,  iv.  476. 

Legal  tender,  only  necessity  of  bankers,  v.  18,  32;  English,  18,  Bank  of 
England  notes  are,  127. 

Legal  Tender  Act,  United  States,  disastrous  effects  in  civil  war,  iv.  46-7. 

Lennox,  Mrs.,  her  "Female  Quixote,"  i.  356. 

Leopold  I.,  King  of  Belgium,  guarantees  exacted  by,  ii.  420;  source  of  his 
great  influence,  iv.  114;  usefulness,  241. 

Le  Marchant,  Sir  D.,  biographer  of  Lord  Althorp,  see  Althorp. 

Lepsius,  see  Bunsen. 

Le  Sage,  ii.  199. 

Letter-writing,  in  last  century  and  this,  i.  384-5,  437-40. 

Levi,  Prof.  Leone,  on  coinage  reform,  v.  478,  512-13. 

Lewes,  G.  H.,  on  French  civilization,  i.  142. 

Lewis,  Sir  G.  C.,  iii.  222-68;  influence  on  Bagehot.  i.  Iv.-lvi. ;  on  Revolution- 
of  1688,  iii.  177;  on  Tory  "balance  of  popularity,"  407;  on  political 
"intelligibility,"  421-2;  as  Poor  Law  Commissioner,  iv.  205;  Secretary 
for  War,  226;  "Influence  of  Authority"  quoted,  314;  on  pre-horologie 
times,  439;  request  to  Bank  of  England  directors,  v.  164;  on  adminis- 
trative specialism,  iii.  230-1,  repeated,  v.  300-1;  on  uncertainty  of  physi- 
cal science,  iii.  244-5.  v.  323-4. 

Liberalism,  i.  35. 

Liberals,  English,  antagonism  between  principles  and  office,  iii.  69 ;  aghast  at 
Reform  Act  of  1867,  iv.  8-9;  opinions  on  reform  not  fixed,  354. 

Liberty,  Beranger  on,  i.  160-1,  163-4;  truth  of  panegyrics  on,  iv.  590-1. 

"Lie  of  the  day,"  v.  356. 

Life  peerages,  iv.  21-3;  and  the  sovereign's  veto,  98;  Palmerston's  planr 
149-51. 

Limited  liability,  v.  65-6. 

Lincoln,  Abraham,  assassination,  iv.  39;  illustrates  working  of  presidential 
system,  75-6;  and  Andrew  Johnson,  232;  issue  of  paper  money  to  carry 
on  the  War,  233. 

Lincoln,  Mrs.,  letter  of  Queen  Victoria  to,  iv.  82. 

Lipsius,  ii.  27. 

Liquor  trade,  a  chief  source  of  English  revenue,  v.  86. 

Liskeard,  Irish  borough,  ii.  33. 

Literary  men,  allowed  independence,  iii.  5. 

"Literatesque,"  corresponding  to  "picturesque,"  i.  203,  206-7. 

Literature,  deadened  by  writers'  slight  experience  of  life,  i.  265-8;  "frag- 
ment of  fragments,"  ii.  95,  v.  253;  art  in,  ii.  166-7;  style  of  an  age,  iv. 
448-51,  491-2;  "will  take  care  of  itself,"  v.  69,  note. 

Littleton,  Mr.,  dealings  with  O'Connell,  iii.  347. 

Liverpool,  commerce  of,  iii.  27'9 ;  location  of  traders,  iv.  356 ;  absurdity  of  its 
being  center  of  Oriental  trade,  v.  11. 

Liverpool,  Lord,  Brougham  on,  i.  9;  type  of  administrator,  iii.  10,  48,  iv.  74, 
of  civil-service  officers  elevated  to  Parliament,  iii.  344 ;  conscientiousness, 
iii.  30 ;  strength  of  administration,  iv.  402 ;  administration  not  free  from 
corruption,  410 ;  character  and  career,  418. 

Lloyd,  C.  (of  De  Quincey's  group),  i.  51. 

Lloyd,  R.  (Cowper's  friend),  i.  396. 

Loans  (see  also  Loan  fund  ;  Borrowed  money  ;  Credit  system ;  Banks ;  Bank- 
ing), English,  on  foreign  stocks,  v.  7 ;  ease  and  cheapness  in  old  countries 
gives  them  advantage,  12,  448 ;  free,  only  way  to  check  panics  and  main- 
tain bank  reserve,  34-40,  45-6,  112;  often  an  increase  of  liabilities,  not 
outgo  of  cash,  38-9;  difficulties  of  making  in  country  districts,  60-1; 
prices  raised  by,  78-9;  effect  on  half-civilized  nations,  249;  by  banks, 
enable  capital  to  circulate  freely,  286;  in  early  times  little  security  for 
but  person,  297,  436,  and  checked  by  lack  of  confidence,  425 ;  source  of 
modern  capital,  435 ;  for  nominal  ownership  and  for  spending,  438. 
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Loan  fund,  of  the  world,  v.  5  ;  English,  gives  mastery  of  the  world's  trade, 
11-12 ;  of  early  times,  297,  303  ;  international,  310-11. 

Locke,  J.,  Shelley  a  disciple  of,  i.  96 ;  character,  ii.  78 ;  Butler's  sermons 
directed  against  followers  of,  132;  quoted,  65,  103,  395,  iii.  309,  v.  403; 
diatribe  against  poets,  iii.  173,  note;  "passive  obedience"  controversy 
with  Filmer,  iv.  435 ;  originality,  577 ;  physical  barrenness,  v.  336. 

Lockhart,  J.  G.,  literary  mystification,  i.  2,  note;  on  Scott,  see  Scott. 

Logic,  Grote  on  J.  S.  Mill's,  v.  414 ;  Mill  on,  416. 

Lombard  Street  (see  also  Money  market),  v.  1  seq. ;  resources,  3  ;  indispensa- 
ble to  modern  enterprises,  6,  7  ;  to  domestic  trade,  7-11 ;  broker  between 
saving  and  employing  districts,  10;  delicacy  of  structure,  13,  15,  101,  103; 
objects  in,  17 ;  origin  and  development,  52  seq. ;  how  value  of  money  is 
settled  in,  76  seq.,  206;  published  accounts  diffuse  confidence  in,  207; 
phenomena  need  preliminary  theory  to  understand,  253  ;  abstractions  of 
political  economy  exactly  true  in,  325. 

London,  in  George  I.'s  time  and  now,  i.  366-8;  could  not  exist  under  despot- 
ism, iii.  19 ;  bad  present  government  but  once  chief  bulwark  of  liberty, 
iv.  287  ;  heterogeneousness,  356 ;  silk-weavers'  riot  of  1765,  412,  no-Popery 
riots  of  1780,  ii.  245-6  (Dickens),  imbecile  handling  of,  iv.  412;  money 
resources,  v.  5;  center  of  Oriental  trade,  11;  liabilities  of  banks  in,  15; 
sole  European  settling-house,  24-5 ;  made  possible  by  railways,  434. 

London,  University  of,  defrauded  of  promised  rights,  iv.  319. 

London  and  Westminster  Bank,  liabilities  and  dividend,  v.  28 ;  in  panic  of 
1857,  41,  218-25;  how  founded,  67;  deposits  of  Board  of  Works,  70; 
statement  1845-57,  225. 

London  Joint  Stock  Bank,  depository  of  German  government,  v.  199-300. 

Long,  Prof.  G.,  i.  xxix. 

Lord  Chancellor,  office  of,  iv.  224-5. 

Lords  (see  also  House  of  Lords),  English,  ruled  House  of  Commons  prior  to 
1832,  iii.  48,  iv.  14,  129,  378-82 ;  displaced  by  middle  class,  15 ;  still  leaders 
of  plutocracy,  18 ;  influence  depends  on  House  of  Lords,  20 ;  decay  of 
prestige,  127-8;  as  a  class  afraid  to  be  profligate,  141-2;  "feeble  and 
forlorn,"  149;  power  of  making  new,  237-8,  249;  use  of,  to  impress  the 
popular  imagination,  123-4,  267-70,  to  prevent  worship  of  wealth  and 
office,  124-6. 

Lords,  House  of,  iv.  123-155 ;  not  indispensable,  iii.  208  ;  power  of  ministry  to 
create  peers  makes  it  always  full  of  reactionaries,  iii.  329,  iv.  249-50;  re- 
lation to  Commons  changed  by  Reform  Act  of  1832,  iv.  14-15,  132-4; 
proper  policy,  16-17;  dangers,  20-23,  34;  reservoir  of  Cabinet  ministers, 
61 ;  always  second-rate,  127-8,  why,  128-9 ;  not  a  co-ordinate  power  with 
Commons,  129-30,  131;  index  of  popular  content,  136;  as  revising  assem- 
bly, 140-155;  no  common  life,  143;  land-owners  and  reactionaries,  144; 
reject  life  peerages,  149-51 ;  proxies,  129,  151-2,  abolished,  143,  note ; 
judicial  functions  (O'Connell  case),  152;  swamped  from  Whig  to  Tory 
by  Harley,  251,  William  IV.'s  promise  to  reverse  it,  251-2. 

Louis  XIV.,  the  terror  of  Europe  in  1700,  iii.  181-2;  impotence  in  1710,  197; 
recognition  of  the  "Pretender,"  184-5. 

Louis  XV.,  iii.  197 ;   and  XVI.,  patronage  of  economises,  ,294. 

Louis  Napoleon,  see  "  Letters  on  the  French  Coup  d'Etat,"  passim,  and  i. 
xliv.-xlviii. ;  source  of  power,  10-11 ;  Beranger  under,  170 ;  Crabb  Robin- 
son on,  ii.  293;  prohibits  discussion,  348;  "Life  of  Caesar,"  440;  ability 
to  endure  dissipation,  iii.  202;  relation  to  French  "society,"  iv.  93; 
character  of  his  rule,  217,  ii.  440  seq. 

Louis  Philippe,  ii.  417-18,  422;  type  of  ruler,  iv.  74;  mistake  in  1848,  95-6; 
reliance  on  corruption,  410. 

Louisiana,  mulattoes  in,  iv.  477. 

"Loungers,"  iv.  490. 

Louvois,  Louis  XIV. 's  minister,  ii.  393. 

Lowe,  R.,  iii.  430-5;  on  labor  of  parliamentary  attendance,  iv.  154;  on  Bank 
of  England,  v.  30;  his  "weekly  account,"  v.  197;  "money  market  must 
take  care  of  itself,"  iii.  433,  v.  69. 

Lower  classes,  competent  only  to  choose  between  two  broad  policies,  iv.  6; 
delusions,  10-11 ;  corruptibility,  12-13 ;  danger  of  combining,  13-14. 

Love,  Shelley  on,  i.  87. 

Lowther,  "wicked  Lord,"  iv.  128. 
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Loyalty  to  "old  families,"  iv.  18;  to  a  monarch,  man's  natural  impulse,  36; 

"  like  credit,  grows,  not  made,  v.  47-8. 
Loyola,  Ignatius,  intensity  of  belief,  ii.  829. 
Lubbock,  Sir   J.,  on    savage  character,  ii.  344,  iv.  438;   work  of,  iv.  509;  on 

primitive  marriage,  519 ;  on  Australians,  v.  299 ;  on  Alaskan  pottery,  420 ; 

on  coinage  reform,  498. 
Lucian,  spirit  of,  ii.  22. 

Luck,  ideas  of  savages  and  children  on,  iv.  519-25. 
Lucretius,  religious  theories,  i.  44,  102,  103-4 ;  gods  of,  ii.  298. 
Luddites,  iii.  45-9. 

Ludgershall,  racy  speech  on  disfranchisemeut  of  by  Reform  Act,  iii.  328. 
Luxury,  chief  stimulus  to  saving,  v.  429-30. 
Lycurgus,  iv.  453. 

Lyell,  Sir  C.,  geological  methods,  v.  251 ;  on  records  of  nature,  253. 
Lyndhurst,  Lord,  iii.  406-12;  product  of  inevitable  hypocrisy  of  cabinets,  27; 

judicial  character,  71 ;  defeats  life  peerages,  iv.  21,  150-1 ;  character,  150 ; 

carps    at    Whig    governments,  158 ;    presides    at    O'Connell's    trial,   225 ; 

destructive  amendment  to  Reform  Bill,  252. 
Lyons,  industry  of,  ii.  379. 

MACAULAT,  Lord,  ii.  58-99 ;  Bagehot  and  Hutton  on,  i.  xxix.  ;  on  Lord  Som- 
ers,  23 ;  on  Shelley,  119,  125,  134 ;  on  Cowper,  429,  note ;  historic  material 
criticized,  439;  "history  written  among  posterity,"  ii.  40;  difficulty  of  his 
task,  42 ;  style  too  fine  for  the  matter,  45 ;  on  Pitt's  not  pensioning 
Gibbon,  53,  note;  on  leaders  of  Opposition,  302;  on  national  probity,  315; 
on  evils  of  professional  debating,  iii.  23-4,  iv.  415-16;  on  Brougham,  iii. 
77,  note ;  on  Pitt's  boyhood,  132 ;  on  Pitt's  style  of  oratory,  162 ;  on 
Harley,  190;  great  memory,  234;  on  old  France,  287;  not  a  "showy 
rhetorician,"  302-3;  religious  indifferentism,  304;  "life  without  a  lady,'' 
305 ;  romantic  feeling  about  Reform  Act,  307 ;  on  French  Revolution, 
331 ;  work  for  the  middle  classes,  340 ;  brought  in  by  rotten-borough 
system,  342;  his  life  "like  a  fairy-tale,"  344;  to  have  been  life  peer,  iv. 
151;  on  religious  factor  in  English  rebellion,  281;  on  army  "debating 
societies,"  474,  569;  on  the  spring  of  progress,  545,  582;  on  age  of  Eliza- 
beth, 548-9;  on  oritrin  of  the  Bank  of  England,  v.  62-4;  on  Chamber- 
layne's  Land  Bank,  65,  note ;  on  panic  of  1696,  88-90. 

MacCulloch,  J.  R.,  ii.  89,  v.  258  ;  on  low  interest  in  old  countries,  v.  12. 

Machinery,  doubtful  benefit  to  humanity,  iv.  572;  displacement  of  labor  by, 
v.  290 ;  properties  in  common  with  food,  291-2 ;  changes  relation  of  labor 
to  values,  369;  making  and  mending,  as  affecting  cost  of  production  and 
distribution  of  trades,  445-8. 

Mackintosh,  Sir  J.,  Hazlitt  on,  ii.  63-4 ;  Macaulay  on,  85 ;  on  style  of  Com- 
mons debates,  iii.  37;  work  for  penal  reform,  56;  on  Brougham,  63;  on 
variety  in  suffrage  rights,  333,  839,  iv.  335-8 ;  on  Magna  Charta,  iv.  280. 

Macknight,  T.,  author  of  "Life  of  Bolingbroke,"  iii.  168-9. 

M'Lenuan.  J.  F.,  on  primitive  marriage,  iv.  519. 

MacMahon,  Marshal,  French  Republic  under,  i.  xlvi. 

MacNaghten,  assassin  of  Drummond,  iii.  415. 

Madan,  Martin,  i.  409,  410. 

Madge,  Mr.,  ii.  291. 

Magdalen  College,  Gibbon  and  Addison  at,  ii.  14. 

Magna  Charta,  Mackintosh  on,  iv.  280. 

Mahon,  Lord,  compared  with  Macaulay,  ii.  40  ;  editor  of  Peel  Memoirs,  iii.  1 ; 
biographer  of  Pitt  — historical  style,  123-4;  on  South  Sea  Bubble,  v.  90. 

Mahrattas,  feudal  system  among,  v.  277. 

Maine,  Sir  H.,  on  patriarchal  age,  iv.  434-6;  on  origin  of  polities,  441-2;  on 
legal  fictions,  476;  on  objects  of  early  jurisprudence,  528;  on  turning 
contract  into  usage  in  India,  531-2;  on  change  "from  status  to  contract," 
543,  note;  on  village  communities  of  India,  v.  269-70;  on  Pariahs  of 
India,  274;  on  lending  of  cattle  by  Irish  chiefs,  426. 

Malcolm,  Sir  J.,  on  Persian  manners,  iv.  539-40. 

Maiden,  Prof.  H.,  i.  xxix.,  xlix. 

Mallet,  D.,  deist,  ii.  20. 

Malthus,  Daniel,  v.  385. 

Malthus,  T.  R.,  v.  385-401 ;  Sydney  Smith  (?)  on,  i.  5. 
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Man,  "an  antiquity,"  iv.  428,  467;   early,  510  seq.,  v.  329;  see  also  Savages. 

Manchester,  type  of  manufacturing  center,  iv.  30C  ;  representation  of,  349  ; 
type  of  a  discontent,  353,  355 ;  not  unanimous  in  Radicalism,  356 ;  ware- 
housemen, v.  41,  pay  buyers  more  than  sellers,  357-8. 

"Manchester  School,"  ii.  269,  iii.  48-9. 

Manclan  Indians,  Catlin  on,  v.  263-5. 

Manias,  commercial,  due  partly  to  over-energy,  iv.  567. 

Manner  in  East  and  West,  iv.  537-40. 

Manning,  Cardinal,  hypothetical  view  of  progress,  iv.  579. 

Mansel,  H.  L.,  Oxfordite,  iii.  92. 

Mansfield,  Lord,  iii.  87 ;  on  Adam  Smith's  style,  296. 

Mantic  (prophetic)  art  in  Greece  and  Judaea,  iv.  554-5. 

Manuel,  J.  A.,  French  statesman,  i.  170. 

Manufactures,  nature  of,  v.  377  ;  in  early  times  all  domestic,  265,  or  at  least 
not  specialized,  360,  452-3,  458 ;  modern,  conditions  of,  443  seq.;  character- 
istic French,  ii.  378-9. 

Manufacturing  districts,  employ  more  capital  than  they  save,  v.  10 ;  set  of 
population  toward,  262. 

"Many-headed  monster "  (the  people),  iv.  474. 

"Many-reserve"  system,  see  Banking. 

Maoris,  wasting  away  before  whites,  iv.  460,  v.  338;  type,  iv.  500;  tribal  land- 
holding,  v."  271. 

Marathon,  thrilling  associations,  ii.  9. 

Margry,  Pierre,  "French  Voyages  "  quoted,  v.  420. 

Marie  Antoinette,  apocryphal  story  of,  i.  156-7. 

Market,  modern,  nature  of,  v.  352-3;  Oriental,  359;  supply  of  (Ricardo),  459. 

Market  price,  v.  349-59,  468-72;  "natural,"  372;  fixed  by  cost  of  production 
under  least  favorable  conditions,  374-5,  563 ;  Adam  Smith  on,  378-9 ;  re- 
lation to  exchange  value,  441. 

Marlborough,  Duke  of,  ''Lady  Mary"  on,  i.  370;  Bolingbroke  on,  iii.  185; 
Wellington  on,  iii.  189 ;  Macaulay's  view,  ii.  97 ;  head  both  of  military 
and  civil  affairs  during  War  of  Succession,  iii.  185  seq. 

Marlborough,  Duchess  of,  iii.  189-90,  194. 

Marrnontel,  J.  F.,  on  Quesnay,  iii.  293-4. 

Marrast,  M.,  author  of  French  Constitution  of  1848,  ii.  391. 

Marriage,  primitive,  iv.  512,  516-19 ;  source  of  early  capital,  v.  424. 

Marsham,  Dr.,  i.  57-8. 

Marsupials,  low  type",  iv.  438. 

Martello  towers,  origin  of,  iii.  232-3. 

Mary  Queen  of  Scots,  Scott  on,  ii.  222-4. 

Masham,  Lady,  see  Hill. 

Massey,  W.,  on  parliamentary  leadership  (re  Addington),  iii.  332. 

Masson,  D.,  see  "Milton,"  Vol.  i. 

"Master  of  the  Sentences,"  ii.  68. 

Maternity,  "a  matter  of  fact,"  iv.  516. 

Mathematics,  "paradise  of  the  mind,"  ii.  405;  terminology  of,  v.  290. 

Mathematical  theory  of  political  economy,  v.  254. 

Matter  vs.  mind,  iv.  432. 

Maudsley,  Dr.  H.,  on  development  of  instincts,  iv.  430-1;  on  mental  influ- 
ences, v.  338. 

Maynooth  College,  iii.  115. 

Mazzini,  ii.  438. 

Medicine,  primitive,  iv.  520-1. 

Mediterranean,  civilization  began  near,  iv.  464. 

Melbourne,  Lord,  "  let-alone  policy,"  i.  Ivi. ;  and  Sydney  Smith,  34-5 ;  on 
Brougham,  iii.  73  ;  fall  of  mi?iistry  ends  Brougham's  career,  76 ;  opposes 
parliamentary  reform,  328 ;  (Cabinet  story  of,  iv.  62 ;  advocates  heredi- 
tary religion,  iv.  499. 

Mercantile  Bills,  see  Bills ,-  Mercantile  Credit,  see  Credit. 

"Merchant  princes,"  extinguished  by  trade  loans,  v.  8,  9. 

Merchants,  needs  of,  the  cause  of  panics,  v.  35,  37,  41,  122-3;  can  only  pay 
bills  by  discounting  others,  41,  122;  nature  of  their  business  opposed  to 
that  of  banking,  150-1;  will  act  on  "safe"  principles,  118;  business  in- 
stincts, 115;  unsound,  a  small  minority,  128;  council  of,  will  not  do 
"shady"  business,  142;  cannot  employ  all  their  time  in  their  own  busi- 
ness, 139,  165. 
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Merton  College,  see  Hartley  Coleridge. 

Mesnager,  agent  for  Peace  of  Utrecht,  iii.  199. 

Methodism,  cause  of  its  rise,  ii.  49,  159,  177. 

Metric  system,  purely  arbitrary,  v.  500. 

Mickle,  W.  J.,  "  Cumnor  Hall,"  quoted,  i.  10. 

Middle  Ages,  struggles  of  good  elements,  i.  245.;  effect  on  social  system,  iv. 
89;  lighting  force,  459-60;  governmental  character,  555-7. 

Middle  classes,  i.  290-1,  iii.  340,  iv.  55,  296. 

Middletou's  "Free  Inquiry,"  ii.  17-19. 

Mill,  James,  on  belief,  ii.  830,  note ;  as  political  economist,  v.  257 ;  character, 
407-9. 

Mill,  J.  S.,  v.  412-17;  on  French  generalization,  i.  xlvii. :  theory  of  conscience, 
ii.  130,  and  of  morality,  iv.  514;  on  Arinand  Carrel,  ii.  381-2;  opinion  that 
thinkers  should  not  be  paid,  iii.  256 ;  value  of  India  Office  training,  281 ; 
disciple  of  Adam  Smith,  306,  v.  345;  jocularly  quoted,  iv.  51 ;  (and  Hare) 
scheme  of  minority  representation,  171-9 ;  elected  for  Westminster,  174  ; 
work  in  political  economy,  v.  258-9,  415-16,  in  logic,  413-14  ;  on  interna- 
tional trade,  314 ;  on  James  Mill,  408 ;  on  cost  of  production,  450-2. 

Military  class,  v.  277. 

Millionaire,  "  poor  devil  of,"  iv.  124-5. 

Mills,  Sir  C.,  questions  to  Bagehot,  v.  630. 

Milman,  H.  H.,  ii.  15. 

Milton,  J.,  i.  303-351;  quoted,  53,  402,  ii.  286,  337;  artistic  mixture  of  styles, 
i.  68-9;  knowledge  of  nature,  133,  descriptions  of  it,  262-5;  character- 
drawing  in  "Paradise  Lost,"  218-23;  Cowper's  attempt  at  editing,  442-3; 
himself  and  his  work  alien  to  his  age,  iii.  100 ;  physical  infertility,  v.  336. 

Mind  vs.  matter,  iv.  432. 

Mines,  least  profitable  fix  price  of  ore,  v.  375,  629;  American,  effect  of 
product  on  prices,  555-6. 

Militia,  English,  ii.  26-7. 

Mingay,  Mr.,  ii.  286. 

Ministers  (parliamentary),  impeachment,  iv.  24-5 ;  training,  32,  215. 

Minority  representation,  see  Suffrage. 

"Mirabeau  of  sums,"  iii.  67. 

"Miss,"  change  in  usage  of  the  word,  i.  359. 

Mitford,  W.,  genesis  of  his  Grecian  history,  iv.  402,  550-1. 

Mollien,  Napoleon's  finance  minister,  on  Adam  Smith,  v.  240,  345. 

Moltke,  Gen.  Von,  type  of  modern  commander,  iv.  254,  566. 

Moluccas,  iv.  489. 

Monarchy,  must  grow,  iv.  53;  English,  78-122;  most  intelligible  form  of  gov- 
ernment, 78-9,  most  interesting,  81-2,  only  form  strengthened  by  religious 
feeling,  82-7,  most  showy,  87  seq. ;  not  a  breeder  of  domestic  virtues,  94 ; 
best  polity  for  savages,  474;  as  a  "provisional  institution,"  481;  first 
form  seen  in  dawn  of  history,  588 ;  weakness  of,  from  ability  not  being 
hereditary,  v.  176;  natural  and  best  form  for  business,  v.  144-5,  but  not 
for  "society,"  iv.  89-90;  constitutional,  peculiarly  hard,  iv.  94,  a  disguise, 
and  a  stay  in  transition  time,  95. 

Money  (see  also  Capital ;  Currency ;  Loans  ;  Borrowed  Money ;  Credit),  must 
be  in  banks  to  be  available,  v.  6,  7,  303-4 ;  modern  ease  of  getting,  6 ; 
"auxiliary"  dealers  in,  35-6;  remittance  of,  former  banking  function,  56; 
how  value  is  settled,  76  seq. ;  only  a  commodity,  76,  366-9,  but  a  peculiar 
one,  80,  349 ;  reduction  in  value  generates  equivalent  rise,  7'8 ;  plentiful, 
will  not  of  itself  raise  prices  or  help  business,  95,  97;  more  needed  in 
good  than  bad  times,  100;  more  coveted  than  goods,  151;  different  rates 
on  call 'and  time,  193,  221;  an  essential  to  calculations  of  profit,  to  shift- 
ing of  capital,  to  time  for  consideration  of  investments,  283*-6,  302,  363-4, 
424-5.  434-5,  440;  never  "second-hand,"  285;  does  not  change  principle 
of  exchange  value,  350 ;  cattle  one  of  the  first  sorts,  v.  427 ;  essential  to 
division  of  labor,  453 ;  no  accurate  estimate  possible  of  amount  in  cir- 
culation, 630. 

Money  lender,  early,  bad  name  but  creator  of  all  commerce,  v.  296-7. 
Money  market  (see  also  Lombard  Street),  "must  take  care  of  itself,"  iii.  433, 

v.  69;  modern,  evolution  of,  v.  259;  international,  310. 
Monkeys,  monogamy  of,  iv.  518. 
Monogamy,  "like  the  monkeys,"  iv.  518. 
Monometallism,  see  Bimetallism. 
Monopoly,  nature  of  early  trade,  v.  308. 
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Monotony,  ages  of,  use,  iy.  447. 

Montagnard,  see  Mountain. 

Montagu,  Edward,  i.  381-2. 

Montagu,  "Lady  Mary,"  i.  352-86. 

Montaigne,  character  of  mind,  i.  13,  19 ;  influence  on  Shakespeare,  297 ;  on 
consistency,  ii.  402. 

Montalembert,  Comte  de,  on  G.  Droz,  ii.  74. 

Monteagle,  Lord,  iv.  224. 

Montesquieu,  followed  by  Adam  Smith,  iii.  272 ;  influence  of  England  on,  iv. 
558;  on  liberty,  577;  afraid  to  be  dull,  v.  380. 

Moore,  T.,  early  vogue,  i.  71-2,  201 ;  memoirs,  81 ;  unreality  of  his  verse,  156-7; 
on  Sheridan,  ii.  266. 

Morality,  positive,  i.  350  ;  Cudworth  and  Butler  on,  ii.  126-8 ;  taste  as  a  sub- 
stitute for,  158-9;  query  inconsistent  with  religion,  article  "Ignorance 
of  Man,"  Vol.  ii.;  early,  iv.  440-1;  theories  of,  colored  by  military  ideas, 
485;  primitive  weakness,  511-14;  intuition  vs.  free-will,  513-14;  not  in- 
volved with  political  economy,  v.  322. 

Morning  Herald,  London,  ii.  423. 

Moray,  M.  de,  minister  of  Louis  Napoleon,  ii.  410. 

Motion,  laws  of,  v.  251-2. 

"Mountain,"  the  (French  party),  i.  xlvii.,  ii.  375-6,  381,  415. 

Moxon,  Mr.,  remarks  at  Bank  of  England  meeting,  v.  229-30. 

Muir,  Sir  W.,  on  Indian  finance,  v.  551. 

Mulatto  races,  iv.  477-8. 

Mundella,  Mr.,  on  English  artisans,  iv.  577. 

Mure,  Col.,  on  Greek  oratory,  iii.  83. 

Murray,  Lord,  letter  to  Horner,  i.  23-4. 

Murray,  Earl  of,  Scott's  description,  ii.  208. 

Mysticism,  truth  of,  i.  29,  ii.  110-12. 

Mythology,  Scandinavian,  i.  34 ;  Greek  and  English,  287-8 ;  development  in 
personification,  100-2. 

NAPOLEON,  Oxford  judgment  of,  i.  Ixxii. ;  type  of  genius,  15,  ii.  392-3,  iv. 
87;  Beranger  on,  164-7;  Satan-like,  342-3;  bored  by  Europe,  401;  created 
most  French  institutions,  ii.  382,  392-3,  iv.  223;  SieyeVs  Grand  Elector- 
ship, ii.  390,  iv.  87 ;  calls  French  "nervous  machines,"  435;  on  Welling- 
ton's peace-making,  iii.  43 ;  Orders  in  Council,  50 ;  English  misunder- 
standing of,  318-19;  type  of  modern  fighting  force,  iv.  459;  financial 
policy  based  on  Adam  Smith's,  v.  240,  345;  on  national  hatreds,  273. 

Napoleon  III.,  see  Louis  Napoleon. 

Narbonue,  Count  Louis  de,  i.  18. 

Nations,  mutual  prejudices,  i.  11,  v.  273;  characters,  ii.  394-7;  possible  origin, 
iv.  435,  441-2;  meaning  of  term,  440,  487-8;  formation  of  characters, 
448,  451-3;  persistence  determined  by  war,  456-85;  co-operative  groups, 
583-5 ;  waste  and  borrowing  by,  v.  249,  438-9. 

"  Natural"  price  only  a  modern  fact,  v.  308-9;   "natural"  rates,  etc.,  372-3. 

"Natural  "  religion,  i.  41-3. 

"Natural  selection,"  v.  251 ;   in  polities,  all  of  "Physics  and  Politics." 

Natural  Theology,  "Ignorance  of  Man,"  Vol.  ii. 

Nature,  religion'  of,  i.  29-30,  ii.  109-12;  laws  of,  blind  groping  after  by 
savages,  iv.  520-2 ;  does  not  provide  her  own  records  (Lyell),  v.  253. 

"Nautical  Almanack,"  v.  252. 

Navy,  English,  iv.  219-20. 

Necessarianism,  iv.  433. 

Necker,  M.,  ii.  23,  24,  note ;  "invitation  to  thinkers,"  i.  332. 

Necker,  Mme.  de,  ii.  23-5. 

Nero,  ii.  51. 

Newcastle,  Duke  of  (under  George  II.),  patronage  jobber,  iv.  404,  407. 

Newcastle,  Duke  of  (under  Victoria),  services  in  the  Crimean  war,  iv.  213-14. 

Newdegate,  Mr.,  English  M.  P.,  iv.  350,  351. 

Newdegate,  Sir  R.,  prize  poem,  i.  55-6. 

New  England,  hypothesis  of  cabinet  government  for,  iv.  265 ;  type  of  charac- 
ter, iv.  498-9. 

New  Guinea,  climate  and  organic  life,  iv.  489. 

Newman,  F.  W.,  "converting  the  world,"  i.  85;  luckless  effort  to  dethrone 
"luck,"iv.  524. 
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Newman,  J.  H.,  limitations,  i.  Ixix. ;  on  continuity  of  influence  and  on  ani- 
mals, 49-50:  character  and  work,  184-6;  quotations  from  —  "Loss  and 
Gain,"  231-2,  ii.  17,  105,  "Warnings,"  i.  235,  "Call  of  David,"  309;  on 
Tractarianism,  ii.  103;  "Grammar  of  Assent,"  337;  Oxford  services,  366; 
on  "preservative  additions,"  391 ;  "draw  up  your  creed,"  437;  "manner 
of  holding"  opinions,  iii.  46;  Oxfordite,  iii.  92;  on  "reconciling"  Scrip- 
ture and  astronomy,  112-13;  "movement  of  1833,"  116-17. 

Newmarch,  W.,  electoral  statistics,  iv.  291,  341. 


cipia"  scouted,  v.  252;  physical  barrenness,  336. 
Newton,  John,  i.  396,  412-21. 
New  York,  loan  fund,  v.  5. 
New  Zealand,  type  of  colonial  "bare-mindedness,"  iv.  256 ;  wasting  away  of 

natives,  460;    protected  region,  487;    natives  above  lowest  savagery,  500; 

natives,  tribal  land-holding,  v.  271 ;  extinction,  338. 
Niebuhr,  Sir  G.  C.  Lewis  on  his  history,  iii.  241-4. 
Nomenclature,  see  Terminology. 
Nonconformists,  position  in  England,  i.  Ixxvii. 
Non-resistance,  see  Passive  obedience. 
Nonsense,  talking,  Pitt's  touchstone  of  ability,  iii.  130. 
No-Popery  riots  (London,  1780),  Dickens's  description,  ii.  245-6. 
Norfolk,  England,  agricultural  county,  v.  184. 
Normans,  race  character,  iv.  478. 
North,  Lord,   ii.  33-4;   George   III.'s  tool,  iii.  135-7,   iv.  98;    in   Opposition, 

iii.  140;   coalition   with   Fox,  141-9;   opposes   parliamentary  reform,  156, 

note ;  feebleness  of  his  Government,  iv.  413. 
Northcote,  Sir  S.  (Chancellor  of  Exchequer),  on  Bagehot,  i.  xxv. ;  on  Sir  G. 

C.  Lewis,  iii.  236. 

Northumberland,  England,  type  of  isolated  communities,  iv.  259. 
Note  issue,  see  Circulation. 
Novels,  reading,  makes  girls  "heady,"  ii.  170;  theological,  227;  religion  in, 

also  232-3 ;  see  essays  on  Scott  and  Dickens,  Vol.  ii. 
Numeration,  see  Arithmetic. 
Nuremberg,  Bank  of,  origin,  v.  55. 

OCCUPATIONS,  relative  usefulness  of,  v.  377-8. 

Ockharn,  William  of,  i.  53. 

Ockley,  Simon,  ii.  11. 

O'Conuell,  fine  streak  in,  iii.  67;  Littleton's  dealings  with,  347;  typical  agi- 
tator, 414,  415 ;  action  of  Lords  on  trial,  iv.  152. 

Office-holding,  unwholesome  conspicuousness.  iv.  88-9;  minor,  gives  no  pres- 
tige in  England,  125-6,  220;  former  profits  of,  418-19. 

"Old  families,"  worship  by  new  rich,  iv.  18. 

Oldfield,  T.  H.  B.,  "History  of  English  Representation,"  iv.  369,  381.  notes. 

"Old-Stocking"  want,  v.  428-9,  431-2. 

Oligarchy,  in  Greece,  iv.  ?'9;  primal  need  of,  475-6;  "provisional"  institu- 
tion, 481. 

Olmsted,  F.  L.,  on  "noble  red  man"  talk,  ii.  199-200. 

Omar,  Caliph,  and  the  Alexandrian  library,  ii.  326. 

Omens,  religion  of,  iv.  519-25,  587. 

"One-man  power"  in  business  companies,  v.  168-9. 

Opposition,  parliamentary,  once  as  dangerous  to  be  leader  as  highwayman, 
ii.  302;  theoretic  absurdity  of  giving  it  office,  iii.  69-70;  a  demoralizing 
position,  121-2 ;  restraints  on,  iv.  28-30 ;  embarrassments  on  taking  office, 
16?'-8 ;  chance  given  by  department  blunders,  199-201 ;  weak  one  worse 
than  none,  400. 

Oratory,  Brougham's,  iii.  67,  compared  with  Greek  and  Palmerston's,  82-3; 
source  of  power  in,  and  classes  of,  95-102 ;  Pitt's,  161-2. 

Orders  in  Council,  iii.  50. 

"  Organized  hypocrisy,"  iii.  446. 

Oriel  College,  see  Hartley  Coleridge. 

Oriental  markets,  see  Markets. 

Oriental  nations,  see  East. 

Orientals,  manner  of  dealing  with,  iii.  164. 


GENERAL  INDEX.  663 


Originality,  universal  hate  of,  iv.  468-71. 

Orleans  family,  confiscation  of  property  by  Louis  Napoleon,  ii.  410,  428,  431. 

Ormond,  Duke  of,  successor  to  Marlborough,  iii.  196. 

Osier,  T.  S.,  i.  xliv.;  on  Bagehot,  Ixi.,  Ixviii. 

Otway,  "Venice  Preserved"  quoted,  i.  86. 

Overend,  Gurney  &  Co.,  v.  14-15,  107,  109,  118, 124,  160,  note,  171,  186;  founded 

by  fathers  and  ruined  by  sons,  176;   reasons  of  downfall,  177;  attempt  to 

frighten  Bank  of  England,  192-3. 
Overstone,   Lord,   examination   in  1848   on  commercial   distress,  iii.  379;   on 

joint-stock  banks,  v.  161-2 ;  on  monopoly  coinage,  607-8. 
Ovid,  "Lady  Mary's"  study  of,  i.  356. 


iii.  91-3;  scholasticism,  112-13,  114;  theological  creed,  115,  116;  Adam 
Smith  on  government  of,  273-4;  effect  on  him,  275;  antagonism  to  re- 
form, iv.  319,  note. 

PACIFIC  OCEAN,  bar  to  spread  of  civilization,  iv.  464. 

Paganism,  religion  of,  ii.  158-9. 

Paine,  T.,  Romilly  on,  i.  15;  Watson's  reply  to,  44. 

Paley,  Dr.  W.,  on  religious  test  oaths,  i.  10;  speculative  character,  44:  "re- 
futing sneers,"  ii.  46;  argument  from  design,  147,  383;  "violent  motive," 
302;  against  popular  oratory,  iii.  108;  on  difficulties  of  argument,  iv.  163; 
natural  business  man,  v.  400. 

Palmer,  Capt.,  on  the  Fiji,  iv.  584. 

Palmerston,  Lord,  iii.  420-4;  as  parliamentarian,  i.  19;  oratory  specially 
adapted  to  modern  times,  iii.  83;  a  "character,"  ii.  382;  influence  and 
character,  iii.  258,  iv.  4,  240,  575-6;  compared  with  Prince  Albert,  iv.  114; 
opposes  parliamentary  reform,  iii.  328;  slow  rise,  266;  lowered  the  tone 
of  Parliament,  iv.  188-9,  and  of  the  nation.  493 ;  in  1847,  irreconcilable 
with  Earl  Grey,  195;  in  1852,  overturned  by  Lord  John  Russell,  111,  but 
gains  first  place  over  his  head  in  1859,  103;  in  1857,  strength  useless  for 
lack  of  an  object,  iii.  150;  in  1858,  upset  by  haughtiness,  iv.  194,  198; 
in  1859,  strength  with  both  parties,  181 ;  plan  for  creating  life  peers, 
149-51 ;  English  Constitution  in  his  time,  1,  3;  on  Sir  G.  C.  Lewis,  iii.  265. 

Panic,  mercantile,  ii.  2 ;  Peel's  Act  thought  to  create,  iii.  371 ;  due  partly  to 
over-energy,  iv.  567;  nature  and  treatment,  v.  35,  43,  45-6;  a  mercantile 
rather  than  banking  problem,  37;  position  of  Bank  of  England  in  a, 
122-7;  management  of,  needs  great  instant  ability  and  firmness,  143; 
multiplicity  of  causes,  253 ;  effect  on  prices,  359 ;  of  1696,  Macaulay  on 
causes  of,  ii.  87-9;  of  1815,  Brougham  on,  iii.  53;  of  1825,  Mr.  Harman  on 
its  stoppage,  v.  37,  131,  cause  of,  115,  Duke  of  Wellington  on,  129,  130; 
of  1825  and  1866,  90,  103;  of  1847,  1857,  and  1866,  improved  policy  of 
Bank  of  England  in,  131-2;  of  1857,  Alderman  Salomons  on,  189-90, 
218-25;  of  1866,  14-15,  107-9,  118,  124,  198. 

Paper  currency,  see  Currency. 

Pariahs  of  India,  v.  274. 

Paris,  banking  resources,  v.  5 ;  no  longer  a  European  settling-house,  24-5. 

Parliament,  a  —  without  a  sovereign,  iv.  101  scq.;  would  be  short  under  volun- 
tary system,  178;  greed  of  power,  198;  heads  of  departments  in,  201-3; 
subservience  to  public  opinion,  247-8;  difficulty  of  getting  a  good,  261-3. 

Parliament,  English  (see  also  Parliamentary  Reform;  Commons;  Lords;  Eng- 
lish Constitution),  limitations  in  the  last  century,  i.  369-72 ;  former  intel- 
lectual tone  now  lost,  344-5;  way  to  get  on  in,  376;  power  of  dissolving, 
iv.  62-3,  238-248;  body  to  choose  rulers,  70-2,  164,  165-6;  membership 
sought  for  social  purposes,  88-9;  unfairly  blamed  for  slender  legislation, 
158  (cf.  ii.  422);  controlled  too  much  by  lauded  interests,  183-5;  func- 
tions, 156-66,  187-93;  iustructiveness  of  debates,  68,  73,  189-90;  "pro- 
tected" ability,  190;  must  represent  property,  not  mind,  to  be  endured, 
23,  190;  its  three  periods,  273-89;  since  Reform  Act  coincides  with 
national  feeling,  292;  stupidity  of  county  members,  iii.  176,  iv.  184,  298. 

Parliament,  Long,  i.  307,  329,  iv.  287  (London  their  citadel). 

Parliamentary  Government,  one  of  persuasion,  iii.  2-3,  6;  complexity  of,  18- 
20;  too  much  originality  a  nuisance  in,  427;  prerequisites,  iv.  35-6,  165, 
177,  258-61;  party  the  essence  of,  165;  less  intelligible,  interesting,  and 
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showy  than  monarchy,  and  not  supported  by  religious  feeling,  82  seq.  ; 
impossible  in  case  of  capricious  factions,  106-7,  ii.  413-16 ;  harder  to  deal 
with  than  a  despotism,  iv.  159-60 ;  government  by  public  meeting,  162-3 ; 
change  of  ministries  essential,  197-207:  Carlyle's  sneer  at,  569;  benefits, 
568-77. 

Parliamentary  Reform  (see  that  title  and  "History  of  the  Unrefprmed  Parlia- 
ment" in  Vol.  iv.,  and  article  on  Lord  Althorp,  Vol.  iii.);  Pitt's  plan  for, 
iii.  154-6;  cry  for,  comes  mainly  from  manufacturers  overshadowed  by 
lauded  gentry,  185-6 ;  favored  by  Ricardo,  v.  410. 

Parsons,  Father,  Elizabethan  Romanist,  ii.  17. 

Parsons,  Sir  L.  (Lord  Ross),  on  Perceval's  murder,  iii.  10. 

Parthenogenesis,  v.  447. 

Parties,  government  by,  assaulted  by  Brougham  and  Bolingbroke,  iv.  164-5; 
obedience  to  leaders  the  essence,  165;  impossible  in  case  of  capricious 
factions,  ii.  413-16,  iv.  106-7. 

Parvenus,  worship  of  rank,  iv.  18. 

Pascal,  Blaise,  on  evils  of  restlessness,  iv.,564. 

"Passive  obedience,"  iv.  83;  involved  in  the  Cavalier  character,  ii.  70-3; 
Bolingbroke  on,  iii.  179-80;  Locke-Filmer  controversy,  iv.  435. 

Pastoral  society,  v.  265-6,  423-5. 

Paternity,  "matter  of  opinion,"  iv.  516. 

Patriarchal  society,  iv.  434-6,  438-41,  v.  265-8,  423-5;  calm  of  patriarchal  heads 
due  to  slavery,  iv.  480. 

Patrie,  La,  French  newspaper,  ii.  422. 

Patronage,  a  torment  to  ministers,  iii.  32-4;  weakness  of  administrations 
based  on,  iv.  401-9;  mischief  to  possessors,  v.  147. 

Paul,  Sir  J.  D.,  embezzler,  ii.  4. 

Paul,  St.,  compared  with  Horace,  i.  43;  "law  of  his  members,"  83;  type  of 
religious  enthusiast,  ii.  153. 

Pavilliard,  M.,  Gibbon's  Geneva  tutor,  ii.  20-2. 

Pearse,  Mr.,  on  policy  of  Bauk  of  England,  v.  113-14. 

Peasant  properties  a  check  on  population,  v.  398. 

Peel,  Sir  R.,  iii.  1-41;  ideal  19th-century  statesman,  ii.  398;  favorable  epoch, 
iii.  119-20;  popular  misapprehension  of,  124-5;  father  of  Gladstone's 
financial  policy,  111,  259;  glad  to  rest  from  office  in  youth,  188;  Act  of 
1844,  on  Bank  of  England,  see  Peel's  Act ;  on  policy  of  Bank  of  Eng- 
land, v.  30 ;  restricts  foundation  of  joint-stock  banks  by  Act  of  1854, 
v.  162-3;  resignation  in  1845,  iv.  133;  Corn  Laws— moved  to  repeal  by 
Irish  famine,  iv.  297,  charges  Cobdeu  with  instigating  murder,  iii.  415; 
defeat  of  his  Irish  Army  Bill  of  1846,  ii.  414 ;  his  ministry  a  good  time  for 
free-lances,  iii.  446-7,  called  an  "organized  hypocrisy"  by  Disraeli,  446; 
oratorical  style  —  "hedging  advocate,"  112,  ability  to  "dress  up"  a  case, 
28,  431,  "no  stays  in  his  arguments,"  iv.  167;  compared  with  Palmerston, 
188 ;  questions  asked  in  an  evening,  198 ;  said  it  took  three  generations 
to  make  a  gentleman,  iii.  46. 

Peel,  Sir  L.,  denies  story  of  Sir  R.  Peel's  training,  iii.  29. 

Peel  family,  among  creators  of  Lancashire,  iii.  12,  13. 

Peel's  Act  (of  1844),  suspensions  of,  iii.  258,  v.  22,  25,  29,  116;  thought  to 
create  panics,  iii.  371;  why  it  pleases  England,  371-2;  importance  over- 
rated, v.  3-4 ;  makes  currency  automatic,  18-19,  106 ;  not  in  action  before 
panics  and  always  suspended  in  them,  131-2 ;  Alderman  Salomons  on 
effect  of,  219-20. 

Peelites,  trying  position  of,  out  of  office,  iii.  76. 

Peers,  see  Aristocracies;  English,  see  Lords;  Life,  iv.  21-23,  149-51. 

Peloponnesian  war,  quickening  effect,  iv.  549. 

Penal  law,  cruelty  of  old  English,  i.  13-14,  ii.  362,  iii.  47;  Brougham's,  Mack- 
intosh's, and  Romilly's  work  for  reform  of,  iii.  56. 

Penny,  essential  basis  of  English  coinage,  v.  507,  512-15. 

Perceval,  Spencer,  iii.  8-10 ;  able  debater,  51 ;  George  IV.  keeps  in  office, 
283-4. 

Perfectionist  theory,  v.  386-7. 

Pericles,  ii.  28-9.    * 

Persecution,  see  essay  on  "Metaphysical  Basis  of  Toleration,"  Vol.  ii. ;  spon- 
taneity and  persistence,  iv.  468-71,  492,  501-3,  545;  agency  in  forming 
national  character.  534—5. 

Persia,  danger  to  Greece,  iv.  559-60. 
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Persigny,  M.  de,  Louis  Napoleon's  minister,  ii.  410. 

Peschel,  Oscar,  quoted  on  primitive  pottery,  v.  420-1. 

Peter,  St.,  whether  founder  of  the  Papacy,  ii.  21. 

Petition  of  Right,  iv.  301. 

Phidias,  ii.  28. 

Philanthropy,  dubious  benefit  of  preaching,  ii.  272-3,  or  of  carrying  on,  iv. 
506. 

Philippine  Islands,  iv.  489. 

"Philistinism,"  essential  to  complete  character,  ii.  293. 

Phillips,  Captain,  ii.  155. 

Philosophical  systems,  hurt  by  over-energy,  iv.  568-9. 

Physical  science,  see  Science. 

Physics,  deals  with  an  imaginary  world,  v.  319. 

"Picturesque,"  meaning  and  exposition,  i.  203-5. 

Pierrepont,  "  wise  William,"  i.  353. 

Pitt,  W.  (Chatham),  subservience  to  royalty,  iv.  115;  passed  no  laws,  414. 

Pitt,  W.  (the  younger),  iii.  123-67,  233,  i.  7;  refusal  to  pension  Gibbon,  ii.  53; 
Gibbon  forgives,  56;  "was  cast."  i.  257,  ii.  62;  "gag  laws,"  iii.  50;  ora- 
tory like  Gladstone's,  101 ;  ad  captandnm  legislator,  108-9 ;  praised  for 
taking  his  figures  second-hand,  314,  and  for  not  doing  it,  433 ;  strength  of 
administrations,  iv.  402 ;  not  strengthened  by  patronage,  408 ;  Macaulay 
on,  415,  note;  Southey's  retort  to,  v.  69,  note;  "restriction"  of  Bank  of 
England,  74 ;  erroneous  views  on  population,  400-1. 

"Plant  "  of  the  world,  hire  of,  factor  in  cost  of  production,  v.  454-5. 

Plato,  Shelley's  love  for,  i.  93,  105-6;  intellect  working  on  imagination,  134; 
naturalness  of  style,  223;  "Dialogues,"  294-6;  note,  ii.  28-9;  style,  122; 
on  laws,  126;  theory  of  intuitive  conscience,  131;  symmetry  of  genius, 
241-2,  243 ;  Toryism  of,  iv.  443,  453  ;  atmosphere  of  works,  553. 

Plots,  of  novels  and  plays,  "for  bringing  in  fine  things,"  ii.  166;  Scott  on,  236. 

Plunket,  "history  an  old  almanac,"  vv  308. 

Plutarch,  Shakespeare's  reading  of,  i.  297;  on  rites,  ii.  115-16. 

Plutocracy,  England  ruled  by,  iv.  17-18;  should  be  humored,  19-20,  21,  23; 
worship  checked  by  aristocracy,  124-5. 

Poetry,  articles  "Beranger,"  and  "Wordsworth,  Tennyson,  and  Browning" 
(Vol.  i.),  passim;  not  producible  to  order,  i.  55-6;  origin  and  kinds,  65-9; 
Shelley  on,  119-20,  422-3;  only  literary  vehicle  in  early  times,  213;  under 
religious  ban,  432-3 ;  rhyme  vs.  blank,  433-4,  441-2 ;  French  school,  ii.  403. 

Political  Economy,  treated  in  "Economic  Studies"  (Vol.  v.)  and  "Adam 
Smith"  (Vol.  iii.);  modified  by  new  physical  science,  iv.  427,434  8;  char- 
acter of  old  and  effects  of  modern,  v.  239-41,  317-18,  382;  difficulties  of, 
244-5,  290-1;  theory  and  practical  knowledge  rarely  united,  245-6;  meth- 
ods of  investigation,  249-54  ;  phenomena  need  preliminary  theory  to  under- 
stand, 253:  an  abstraction,  319,  327,  328-32,  and  science  of  tendencies 
only,  321,  consequent  danger  of  basing  practice  on  it,  323 ;  cannot  deter- 
mine all  causes  of  national  wealth  or  poverty,  320-1;  "friction,"  255-6, 
262;  no  relevance  to  ethics,  322 ;  modern,  true  only  of  modern  commer- 
cial societies,  244,  258-60,  262,  307,  326,  419,  but  substantially  true  there, 
324-5;  imperfect  acceptance,  241-4,  318,  reasons,  255-7,  and  for  loss  of 
popular  interest,  406 ;  work  of  Adam  Smith,  Ricardo,  and  Mill,  25?'-8  ;  of 
James  Mill  and  Bentham,  407 ;  Sydney  Smith  (?)  on,  i.  4-5,  iii.  359. 

Polytheism,  religion  "  in  commission,"  iv.  483. 

Pompadour,  Mme.  de,  iii.  293—4. 

Pompey,  failure  due  to  selfishness,  iii.  35-6. 

"Pools,"  on  Stock  Exchange,  v.  357. 

Poor  Law,  English,  parliamentary  meddling  with,  iv.  204-5;  created  paupers, 
v.  401 ;  see  also  Carlyle. 

"Poor  whites,"  v.  280. 

Pope,  A.,  i.  56-7;  bitterness,  161;  on  Milton's  divine  sermonizing,  344;  poet 
of  his  time,  367;  quarrel  with  "Lady  Mary,"  377-9;  as  poet  of  society, 
422-5,  of  nature,  429 ;  his  father's  investments,  •  ii.  87 ;  translation  of 
Homer,  iii.  173,  note  ;  contrast  with  Shakespeare,  iv.  491. 

Popery,  English  hatred  of,  i.  Ixxvii.-lxxviii.,  ii.  16,  iii.  178,  iv.  281. 

Popularity,  conditioned  on  not  being  too  elaborate,  v.  380. 

Population,  increase  in  different  sections  of  England,  v.  262;  theory  of  in 
political  economy  defective,  332-40;  discussion  of  Malthus's  theory, 
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Person,  R.,  on  Gibbon,  ii.  47. 

Portarlington,  rotten  borough,  v.  409. 

Porten,  Mrs.  C.,  Gibbon's  aunt,  ii.  6. 

Porteous  affair  (hanging  of  police  captain  by  Edinburgh  mob),  ii.  103-4. 

Porter,  G.  R.,  Wilson's  eulogy  on,  iii.  353,  note. 

Portraits,  Lord  Stanhope  on  "usefulness  of,  ii.  9o-4. 

Port  Royal,  Greek  grammar  of,  ii.  30. 

Portugal,  Cabinet  division  over  sending  troops  to,  iii.  26. 

Pottery,  primitive,  v.  420-1. 

"Pound  and  mil  "  scheme,  v.  504,  512,  514. 

Poverty,  full  causes  of  inscrutable,  v.  320-1. 

Powell,  Mr.,  Milton's  father-in-law,  i.  321-2,  327. 

"Power,"  exhaustion  of,  factor  in  cost  of  production,  v.  447-8. 

"  Pre-economic  era,"  v.  307-8. 

Prerogative,  see  Sovereign. 

Prescriptions,  old  collection  of,  iv.  521. 

Presidential  Government,  compared  with  cabinet :  in  finance,  iv.  41-9,  in  gen- 
eral, 63  seq.;  not  educative,  66  .seg.,-  exclusion  of  ministers  from  legisla- 
ture, 72-3  ;  unfitness  for  crisis,  74-6;  government  by  unknown  quantity, 
75;  president  and  cabinet  need  not  be  able,  103;  effect  of  elections  on 
offices,  206,  215-16. 

Press  (see  also  Newspapers),  official  idea  of  freedom  of,  iii.  209;  French, 
quibbling  and  incendiary,  ii.  421-8 ;  American,  political  poverty,  iv.  68-9. 

"Pretender,"  Gibbon's  belief  in,  ii.  21;  recognition  by  Louis  XIV.,  iii.  184-5, 
see  " Bolingbroke "  (Vol.  iii.);  recall  impossible  on  account  of  "fund- 
holders,"  v.  65. 

"Pretender,  Young,"  Scott's  description  of,  iii.  202-3;    near  success,  iv.  413. 

Pretyman,  Pitt's  tutor,  on  Pitt,  iii.  130-1. 

Price  lists,  a  modern  creation,  v.  304. 

Prices  (see  also  Market  price),  effect  of  interest  rate  on,  v.  33 ;  rise  in  1871, 
93;  plentiful  money  does  not  of  itself  raise,  95,  97;  a  general  rise  only 
nominal,  98-9,  and  generates  an  equivalent  fall,  100;  can  be  "made," 
246-7;  subject-matter  varies,  247;  fixed,  308-9;  rise  of,  not  involved  in 
rise  of  wages,  461-2 ;  relations  of  precious  metals  to,  555-8. 

Prichard,  Dr.,  i.  xxvii. 

Priestley,  Dr.,  superstitions  on  the  French  Revolution,  iv.  402. 

Priests,  hierarchies  of,  iv.  536. 

Prime  Minister,  English,  how  chosen,  iv.  59 ;  functions,  60  seq. ;  double  elec- 
tion, 60 ;  would  be  leader  of  society  but  for  the  sovereign,  87-8 ;  execu- 
tive of  English  Constitution,  97-8;  supposably  without  a  sovereign,  101 
seq. ;  necessary  qualities,  416-17 ;  must  be  able  debater,  v.  146. 

Primitive  man,  see  Savages. 

Primogeniture,  possible  destruction,  iv.  20-1. 

Prince  of  Wales  (a),  place  of  great  temptation  and  little  restraint,  iv.  94 ; 
Albert  Edward,  enthusiasm  over  marriage,  81. 

Printing  press,  slavery  compared  with,  v.  279. 

Prior,  Matt.,  Bolingbroke's  secret  agent  for  peace  of  Utrecht,   iii.  199. 

Privy  Council,  English,  judicial  functions,  iv.  152;  charge  of  cattle  plague, 
225. 

Prodigals,  borrowing  by,  v.  438-9. 

Production  (see  also  Cost  of  Production  ;  Capital ;  Capitalist ;  Labor),  prim- 
itive depends  on  laborer,  modern  on  capitalist,  v.  360-1 ;  original  source 
of  capital,  364 ;  primitive,  for  use,  not  sale,  425. 

Profit,  not  calculable  by  savages,  v.  283,  nor  without  money,  283-6,  302; 
"natural,"  372;  will  not  be  foregone  by  holders  of  privileged  opportu- 
nities, 374;  tends  only  toivard  uniformity,  374-5;  nature  of,  433-4,  453 
(Cairnes);  as  factor  in  cost  of  production  (Mill),  450-1. 

Progress,  slowness  of,  iv.  54-6;  scarcity  in  history,  iv.  456-7;  causes,  462-85; 
obstacles,  464,  467-8,  472,  473-4,  478-9,  481,  536-7,  588-9 ;  what  constitutes, 
578  seq. ;  breaks  up  old  sanctions,  v.  268. 

Proletaires,  v.  280. 

Prophecy  in  Greece  and  Judaea,  iv.  554-5. 

Prose,  late  development  of,  i.  213. 

"Protected"  parts  of  the  world,  iv.  464,  487. 

"Protection,"  in  Pitt's  time,  iii.  152;  spontaneity  and  universality,  205,  279- 
80,  306,  iv.  266,  v.  242,  345 ;  results  in  France  in  18th  century,  288-90 ;  in 
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England  —  after  1815,  319-21,  discussions  on,  362-8,  wins  in  1852,  379;  in 

India,  392-3  ;   evils,  iv.  44,  549 ;  tenacity  of  creed,  294. 
Protestantism,  as  factor  in  English  rebellion,  iv.  281. 
Proudhon,  P.  J.,  socialistic  theories,  ii.  375,  384-6. 
Proven  fals,  race  mixture,  iv.  478. 

Providence  based  on  iron}*,  i.  198;  "takes  pleasure  in  time,"  v.  276. 
"Provisional"  institutions,  iv.  479-81,  536-7. 
Prussia,  bureaucracy  in,  iv.  207-10;  administrative  system  built  by  Frederick 

the  Great,  223 ;  suffrage  system,  223,  329,  330. 
"Public  meeting,"  government  by,  iv.  162-3. 
Public  opinion,  tyranny  of,  ii.  173-4,  iii.  4—5. 
Pulteney,  W.,  objects  to  Bolingbroke's  aid,  iii.  221. 
"Purchasing  power,"  v.  284,  350,  465,  467. 
Puritans  and  Puritanism,  early,  i.  353;   Macaulay  on,  ii.  74,  76-7;  worst  years, 

104  ;  Scott  on,  234 ;  hateful  to  the  masses  of  all  countries,  iv.  282. 

QUAIN,  Mr.  Justice,  i.  xlix. 

"Quality"  of  mercantile  paper,  v.  287. 

Quarterly  Review,  foundation  of,  i.  1,  note. 

Quatrefages,  M.,  on  hybridism,  iv.  476-7. 

Queen,  see  Sovereign. 

Queen's  Bench,  Court  of,  iv.  224. 

Quesnay,  F.,  political  economist,  iii.  290-5. 

RABELAIS,  ii.  168. 

Race,  persistence  of  types,  ii.  396,  iv.  505,  526-7 ;  creation  of,  iv.  488-9 ;  source 
of  castes,  v.  274. 

Radicalism,  ii.  268-7'0;  genesis  in  England,  iii.  45;  the  revolutionary  element 
in  all  countries,  iv.  282;  "philosophical,"  of  Bentham  and  Mill,  v.  407. 

Radicals,  capricious  action  in  1858,  iv.  106. 

Railways,  made  successful  in  Europe  by  capitalists,  not  special  railroad  men, 
iv.  211 ;  a  useless  invention  till  banks  massed  capital  to  work,  v.  7 ;  chair- 
manship a  profession,  145 ;  rates  of,  clumsily  fixed,  309 ;  stable  invest- 
ments, v.  133 ;  effect  on  agriculture  and  city-building,  434. 

Rajpootana  (India),  feudal  system  in,  v.  277. 

Rank,  worship  by  wealth,  iv.  18 ;  jealousy  of,  19.  > 

Rat,  English,  spread  of,  iv.  437-8. 

Ran,  Carl,  on  Indian  pottery,  v.  421. 

Raynouard,  M.,  on  Romance  languages,  m.  Sir  G.  C.  Lewis,  iii.  238-40. 

Reading  and  readers,  old  and  new,  i.  3-7,  367 ;  precocious,  ii.  7-8 ;  different 
kinds  of  readers,  27-8,  120-1 ;  desultory  reading,  Bishop  Butler  on,  121. 

Reality,  illusiveness  of,  i.  50. 

Reason,  victory-making  power,  iv.  518-19. 

Record,  The  (Evangelical  organ  of  England),  iii.  8. 

Reform  Act  of  1832,  see  entire  articles  on  "  Lord  Althorp,"  Vol.  iii.,  and 
"History  of  the  Unreformed  Parliament,"  Vol.  iv.;  large  disfranchise- 
ment,  iii.  326-7,  iv.  347-8;  popular  enthusiasm  over,  ii.  62,  iii.  69,  307-8, 
327,  iv.  16,  19;  carried  by  "insurrection  of  the  middle  class,"  iv.  296; 
William  IV. 's  vacillation  on,  iii.  330,  iv.  132,  251-2;  success  on  the  whole, 
better  government  and  sweeter  popular  feeling,  ii.  269-7'0,  iv.  292-6 ;  evils 
—  destruction  of  suffrage  varieties  and  character  of  constituencies,  iii. 
337-47,  of  higher-class  representation,  iv.  304-6,  310  seq.,  more  corruption 
introduced,  307-9 ;  landed  property  still  over-represented,  296-300 ;  line  of 
demarcation  at  £10  householders,  301 ;  changed  function  of  House  of 
Lords  in  English  Constitution,  131 ;  effect  on  town  representation,  356 ; 
makes  a  break  in  constitutional  history,  370. 

Reform  Act  of  1867,  obscurity  of  effects,  iv.  2-5;  what  it  did,  7-8;  so  radical 
as  to  alarm  the  Liberals,  8-9 ;  completed  change  in  relation  of  Lords  to 
Commons  begun  by  Reform  Act  of  1832,  14-^16,  but  undid  the  work  of 
that  Act  in  giving  power  to  middle  classes,  iii.  340. 

Religion,  see  essays  on  Gibbon  (especially  46-7),  Bishop  Butler,  and  Sterne, 
and  the  theological  essays,  in  Vol.  ii.;  former  and  present  problems,  i. 
Ixxi.,  177-81 ;  of  nature,  29-30,  ii.  109-12  ;  "natural,"  41-3;  evils  of  inces- 
sant doctrinalism,  41-2,  418-20,  iii.  303-4,  of  Calvinism,  418-20;  essence, 
43-4;  classic  and  Jewish,  43,  97-100 ;  most  rigid  not  the  truest,  298-300 ; 
as  cause  of  insanity,  407-8 ;  in  novels,  ii.  227,  232-5 ;  dependent  on  inner 
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moral  sense,  317 ;  bulwark  of  no  government  but  monarchy,  iv.  82-6 ; 
hostility  to  natural  science,  iv.  458;  of  savages  "terrible,"  467;  military 
value,  482;  "  fortifying  "  ones,  483,  587  ;  hereditary,  499-500  ;  primitive, 
one  of  luck  and  omens,  519-25,  a  military  misfortune,  iv.  587;  influence 
in  England  one  of  discussion,  557,  and  Romanism  in  modern  France  the 
same,  ii.  406-9 ;  early,  exclusiveness  of,  v.  268. 

Rembrandt,  art  of,  i.  76-7,  iv.  472. 

Rent,  "natural,"  v.  372;   nature  of,  373-6. 

Representation,  see  Suffrage. 

Reserve,  banking,  see  Banking  reserve. 

Reserve  fund,  necessity  for  business  men.  v.  432. 

Restoration,  the  (of  Charles  II.),  i.  331.' 

"Restriction,"  see  Bank  of  England. 

Revelation,  probability  of  a,  ii.  132-50. 

Reviewing  and  reviewers,  i.  2,  3,  136. 

Revolution^  growth  of,  ii.  432-4;  fear  of,  bred  by  French  Revolution,  iii.  8-9; 
Sir  G.  C.  Lewis  on,  227-8. 

Revolution  of  1688,  "minimum,"  iii.  177,  227;  see  England. 

Revolutionary  Government,  iv.  217-18. 

Revolutionary  War,  see  United  States. 

Mevue  des  Deux  Mondes,  ii.  443. 

Rhyme  vs.  blank  verse,  i.  433-4,  441-2. 

Ricardo,  D.,  v.  402-11 ;  Sydney  Smith  (?)  on,  i.  4-5,  iii.  359 ;  disciple  of  Adam 
Smith,  iii.  306,  v.  345;  on  low  interest  giving  old  nations  advantage,  v. 
12 ;  on  the  essence  of  banking,  17 ;  on  panics,  39 ;  created  science  of 
political  economy,  v.  257,  402;  limitations  on  theories  of  land-owning, 
270 ;  on  national  feelings  limiting  flow  of  capital,  309 ;  on  cost  of  pro- 
duction, 457-62  ;  as  a  writer,  457. 

Richard  I.,  Scott's  view  of,  ii.  222;  no  law  passed  under,  iv.  279. 

Richardson,  Mr.,  on  bill-broking,  v.  183-4. 

Richelieu,  mistaken  policy,  iv.  116. 

"Richester,"  hypothetical  school  at,  iii.  48. 

Rifle,  savage  use  of,  iv.  437. 

"Rig"  of  the  market,  v.  356-7. 

Rigby,  R.,  political  jobber  under  George  III.,  iii.  47,  iv.  422. 

"Right  arises  from  capacity,"  iv.  312. 

"  Ring"  in  the  market,  v.  356-7. 

Robinson,  II.  Crabb,  ii.  279-94,  i.  xxxi.-xxxii.;  on  Bagehot,  xlv. 

Robespierre,  Dr.  Arnold  on,  i.  86-7 ;  type  of  fanatic  mind,  146-7. 

"Robinson  Crusoe,"  illustrates  growth  of  capital,  v.  419-20. 

Robotun,  i.  371. 

Rockingham,  Lord,  leader  of  best  element  of  Whigs,  iii.  137;  hated  by 
George  III.,  ibid.;  ability  and  influence,  138-9;  "Memoirs"  quoted,  iv. 
407;  his  party  —  financial  power,  378-9,  treatment  of  Burke,  421.. 

Roebuck,  J.  A.,  fabulous  account  of  Brougham  and  Reform  Bill,  iii.  74-5  ; 
motion  for  inquiry  into  the  Crimean  war,  iv.  295. 

Rogers,  Prof.  H.,  see  essay  on  Bishop  Butler,  Vol.  ii. 

Rogers,  Prof.  Thorold,  reference  to  his  "  Work  and  Wages,"  iv.  21,  note  ; 
on  Stourbridge  Fair,  v.  301-2 ;  on  J.  S.  Mill,  412,  note. 

Rolfe.  Baron,  ii.  287-8. 

"Rolliad,"  i.  2,  note,  iii.  256,  note. 

Rollin,  Ledru,  ii.  384,  419. 

Romans  (see  also  Rome),  writing  in  Greek,  ii.  32 ;  national  character,  45-6, 
compared  with  Greek,  397-8 ;  persecution  of  Christians,  347 ;  developed 
republic  out  of  monarchy,  iv.  275. 

Roman  Catholicism  in  English  Church,  ii.  365-6 ;  in  France,  406-9. 

Roman  Church,  i.  xxxiv.-xxxvii.,  Ixix.-lxx.;  English  hatred  to,  Ixxvii.- 
Ixxviii.;  tone  of  theology,  349;  "confession"  in,  414;  schoolman's  work 
for,  iii.  104-5. 

Roman  history,  Sir  G.  C.  Lewis  on  Niebuhr's,  iii.  241-3. 

Romance  languages  (Raynouard  ?.«.  Lewis),  iii.  238-40. 

Romantic  School  (French),  ii.  356,  note. 

Rome  (see  also  Romans),  barbarians  under  the  Empire,  ii.  51,  iv.  459;  work 
in  civilizing  barbarians,  iv.  441,  fusion  with  them,  461;  traces  of  old 
family  groups,  441 ;  early  kings,  445 ;  troops  a  mean  term  between  Stone 
Age  and  now,  461;  slowness  of  progress  the  cause  of  its  solidity,  472, 
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486,  503;  polity,  475-6,  a  drilling  aristocracy,  445;  Stoicism  the  fit  reli- 
gion, 483;  conquest  of  Jews,  ibid.;  society  based  on  slavery,  517,  v.  326; 
despotic  family  organization  the  secret  of  its  success,  iv.  517-18;  forma- 
tion of  character,  535;  quickening  effect  of  the  Republic,  549;  under 
Augustus,  558,  ii.  388-9;  luck  of  being  unmolested  in  its  growth,  iv.  560; 
strengthened  by  faith  in  local  gods,  587. 

Romilly,  Sir  S.,  i.  16;  on  Burke  and  Paine,  15;  work  for  penal  reform,  iii. 
56;  on  effects  of  French  Revolution,  317-18;  bought  seat  in  Parliament, 
iv.  420. 

Roscoe,  W.,  i.  xliv. 

Rose,  G.,  "apply  our  majority,"  ii.  413,  iii.  31,  iv.  165;  elevated  from  civil 
service  to  Parliament,  iii.  344. 

Roses,  wars  of,  i.  288,  ii.  379,  iv.  277-8,  280-1. 

Ross,  Lord  (Sir  L.  Parsons),  on  Perceval's  murder,  iii.  10. 

Rotten  boroughs,  see  articles  on  "Parliamentary  Reform"  and  "History  of 
the  Unreformed  Parliament"  (Vol.  iv.),  "Lord  Althorp "  and  "Lord 
Brougham"  (Vol.  iii.);  still  existing,  iv.  308-9,  344-6,  and  much  more 
mischievous  than  before  the  Reform  Act,  365;  Rlcardo  wanted  them 
abolished,  v.  410 ;  in  France,  ii.  417. 

"Rouge,"  see  Radicalism. 

Rousseau,  J.  J.,  doctrine  of  "perfectibility,"  v.  385. 

Ruskin,  J.,  ii.  354,  iv.  579. 

Russell,  Lord  J.,  share  in  Reform  Act  of  1832,  iii.  327,  331;  projected  Govern- 
ment of  1845,  iv.  133,  of  1847,  195 ;  resignation  in  spring  of  1852,  iii.  379 ; 
overturns  Palmerston  same  year,  iv.  Ill,  but  forced  to  yield  first  place 
to  him  in  1859,  103;  Danish  policy  in  1864,  iii.  267;  trying  position  out 
of  office,  76;  not  a  "character,"  ii.  382;  wrecked  by  enforced  Cabinet 
hypocrisy,  iii.  27;  forte,  29;  foreign  dispatches  too  clear,  428;  on  suf- 
frage rights,  iv.  337-8 ;  on  benefits  of  rotten-borough  system,  iii.  340 ;  on. 
Lord  Chatham,  414. 

Ryots,  of  India,  effect  of  coinage  meddling  on,  v.  536,  565. 

SACHEVEREL  prosecution,  iii.  194. 

Sadducees,  material  comfort  involved  in  the  character,  i.  157. 

Sadler,  Dr.,  Crabb  Robinson's  editor,  ii.  280-3. 

St.  James's  Chronicle,  i.  407. 

St.  James's  Magazine,  i.  407. 

St.  John,  Henry,  see  Bolingbroke. 

St.  John,  Oliver,  iii.  172. 

St.  Just,  L.  A.  de,  French  revolutionist,  i.  87. 

Salisbury,  Lord,  literary  abilities,  iii.  425 ;  as  Indian  Secretary,  iv.  195. 

Salmasius,  C.,  Milton's  antagonist,  ii.  27. 

Salomons,  Alderman,  on  panic  of  1866.  v.  109,  of  1857,  218-25;  on  London 
and  Westminster  Bank,  v.  189-90,  218-25:  remarks  at  Bank  of  England 
meeting,  230,  232. 

San  Sebastian,  Spain,  climate  of,  i.  xxxiii. 

San  ford,  J.  L.,  i.  xliv. 

"Sand,  George"  (Mme.  Dudevant),  i.  325. 

San  don,  England,  i.  358. 

Sardinia,  gained  a  Parliament  through  movement  of  1848,  ii.  438. 

Saturday  Review,  ii.  276,  iii.  92-3,  iv.  491. 

Savages,  universal  suspiciousness,  iv.  259 ;  lack  of  calmness  and  rationality, 
260-1 ;  primitive  state,  435-41 ;  unimproving,  456-7 ;  wasting  away  under 
civilization,  a  modern  fact,  460-1;  bare,  squalid,  cowed  life.  466-7,  587; 
monarchy  best  form  of  government  for,  474;  feebleness  of  religion,  500; 
sameness,  ibid.,  and  monotony  of  life,  v.  263-5;  original  condition,  509 
seq. ;  difference  from  modern  savages,  515,  525-6 ;  groping  after  laws  of 
nature,  519-25;  social  and  industrial  state,  v.  263-5,  360;  cannot  calculate 
profit,  282-5;  thinned  by  discouragement,  337-8,  and  other  things,  395; 
Malthus  on,  389,  398. 

Savile,  Sir  G.,  "elected  in  Lord  Rockingham's  dining-room,"  iii.  148. 

Saving,  see  Abstinence. 

Saving,  instinct  of,  in  economic  writers,  i.  Ivii. 

Savings,  held  in  hoarded  specie  in  most  countries,  v.  87;  results  of  concen- 
tration in  banks,  91-2;  unemployed,  require  more  coin  or  better  bank- 
ing expedients,  94 ;  will  not  be  used  in  mere  expenditure,  95 ;  luxury  the 
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chief  stimulus  to  making,  429-30,  but  most  relatively  made  in  poor  dis- 
tricts, 428-9;  may  be  an  evil,  430-1;  relation  of  employments  to,  431-2. 

Savings-bank  system,  in  England,  rests  on  Bank  of  England  reserve,  v.  213. 

Say,  Leon,  report  on  Franco-German  indemnity,  v.  311 ;  on  fluctuations  in 
relations  of  gold  and  silver,  583. 

Scandinavian  mythology,  i.  34. 

Scarlett  (Lord  Abinger),  persuasiveness,  i.  33,  iii.  70,  87. 

Schadow,  sculptor,  ii.  288. 

Schiller,  Coleridge's  translations  of,  i.  74 ;  class  of  poet.  207. 

Schoolboys,  barter  among,  v.  349-50. 

Schoolmen,  mediaeval,  need  and  work  of,  iii.  104-5. 

Science,  physical,  implied  nature  of  devotees,  ii.  58-9;  over-sanguine  hopes 
for  the  world  in,  iii.  85-7 ;  Sir  G.  C.  Lewis  on  uncertainty  of,  244-5 ;  great 
recent  advance  in,  iv.  427-8;  teachings  on  heredity,  428-34;  a  master  of, 
is  a  nuisance,  470;  gropiugs  after,  among  barbarians,  519-25;  early,  be- 
gins in  hierarchies  of  "medicine  men,"  536;  disfavored  by  Socrates,  545; 
scantiness  of,  due  to  over-energy,  564-5;  teaches  people  that  much  truth 
is  dull,  v.  380. 

Scotch,  metaphysical  bent,  iii.  280 ;  common  people  inferior  to  English,  298 ; 
fertility  of  Highland  women,  v.  391. 

Scotland,  government,  education,  and  metaphysics  in,  i.  26-8;  political  exclu- 
sion of  Liberals,  32;  religious  discussion,  41-2;  characteristic  beauties, 
260-1;  representation  in  1816,  iv.  379;  diffusion  of  banking  in,  v.  57,  62. 

Scott,  Sir  W.,  ii.  197-238;  alienation  from  Edinburgh  Review,  i.  1,  note;  on 
Horner,  21-2;  "Old  Mortality"  quoted,  26;  rise,  32;  comparison  with 
Sydney  Smith,  36-7;  early  poetry,  71-2;  geniality,  132;  dullness  of  eye 
and  ear,  259-62;  breadth  of  sympathies  and  experience,  268-9;  loved 
the  heather,  271 ;  buoyant  vigor,  276 ;  volume  of  knowledge  of  men,  279 ; 
on  popular  conceit,  290;  had  the  disposition  of  a  Cavalier,  ii.  70;  "Wood- 
stock" quoted,  73;  truest  of  historians,  81;  as  political  economist,  85-6; 
construction  of  his  novels,  92;  "Lady  of  the  Lake"  quoted,  106,  329; 
on  Sterne,  see  Sterne ;  superiority  to  environment,  188 ;  temptation  to 
shirk,  292;  "Wilkin  Flammock,"  399;  on  "hypocrisy  of  action,"  iii.  6; 
"charm"  for  sickness,  iv.  521,  note;  "animated  moderation,"  575. 

Scotus,  Duns,  i.  53. 

Scripture,  men  of  science  averse  to  using  as  evidence,  iv.  434-5. 


Sebright,  Sir  J.,  breeder,  v.  355. 
Seeker,  Bishop,  ii.  107-8. 


Securities,  mercantile,  very  recent  in  growth,  v.  378;  political  effects  of 
growth,  iv.  298-9,  320  ;  dealers  in  special,  v.  35-6 ;  limited  quantity  of 
good,  80,  97,  114 ;  bankers  will  not  take  bad  or  invent  new,  97 ;  will  not 
be  exchanged  for  checks  in  a  panic,  124-5  ;  panics  turn  good  into  bad, 
132;  conduct  of  Bank  of  England  as  to,  220;  early,  mainly  one's  per- 
son, 297,  436 ;  national  flow  of,  310. 

Seller,  requisites  of  a  good,  v.  357-8. 

Semitic  nations,  traditions  of,  iv.  434-5 ;  free  states  among,  561. 

Senate,  Greek,  iv.  79 ;  American,  130-1,  140-1. 

Senior,  N.,  conversation  with  De  Tocqueville  on  Suez  Canal,  v.  12,  note;  as 
political  economist,  258. 

Sensuous  disposition,  i.  308-9. 

Serfdom,  v.  277. 

Sesostris,  iii.  247-8. 

Sewell,  Prof.,  on  professors  of  University  College,  i.  xxviii. ;  religious  tone, 

Sexual  impulses,  checks  to,  iv.  571-4. 

Shaftesbury,  Lord,  Butler's  "Analogy"  a  reply  to,  ii.  132. 

Shakespeare,  i.  254-302 ;  quoted,  i.  40,  41,  60,  61 ;  personality  in  poems,  66 ; 
contrasted  with  Sophocles,  128-9  ;  geniality,  132 ;  class  of  poet,  207 ;  im- 
perfect style,  228-30;  character  of  Hamlet,  237;  "citizens,"  317;  his 
works  an  image  of  society,  ii.  209 ;  irregularity  of  genius,  242 ;  Falstaff, 
260-1 ;  contrast  with  Pope,  iv.  491 ;  "animated  moderation,"  575. 

Sheffield,  Lord,  on  Gibbon,  ii.  16. 

Shelburne,  Lord,  character,  iii.  137 ;  takes  Pitt  into  ministry,  139 ;  forced  from 
office  by  "Coalition,"  140;  isolation,  150;  letter  from  Dean  Tucker  on 
rotten  boroughs,  iv.  380-1. 
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Shelley,  P.  B.,  i.  81-134;  personality  in  poems,  66;  "  Epipsychidion."  154-5; 
Idealist,  181;  naturalness  of  style.  224;  on  Paradise  Lost,  341-2;  on 
poetry,  422-3 ;  not  for  the  crowd,  426 ;  quoted,  170,  171,  300,  420,  433,  ii. 
103,  109,  110,  116,  135,  226,  iv.  544;  "and  a  race  of  Shelleys,"  iv.  534. 

Sheridan,  R.  B.,  on  Gibbon,  ii.  35;  could  not  write  love-talk,  266;  "make  no 
concessions,"  378;  supports  parliamentary  reform,  iii.  156,  note;  on 
Burke,  ibid ;  election  account,  iv.  399. 

Sherlock,  Bishop,  ii.  103-4. 

Ship  railway,  Panama,  scheme,  v.  312. 

Shrewsbury,  Duke  of,  given  the  "white  staff"  by  Anne,  iii.  217. 

Sicilians,  to  benefit  by  Suez  Canal,  v.  12. 

Sidmouth,  Lord,  ii.  269,  note ;  character  and  action,  iii.  49-50 ;  span  of  life, 
151. 

Sieyes's  Grand  Electorship,  ii.  390-1,  iv.  86-7. 

Sikhs,  feudal  system  among,  v.  277. 

Silver,  depreciation  of,  v.  521  to  end ;  chief  and  best  currency  for  poor 
nations,  493-4,  525-6,  545;  product  of  U.  S.,  1849-74,  v.  535;  fluctuations, 
556-8,  609-12;  prophecy  of  its  being  forced  in  U.  S.,  588. 

"Simple  and  violent"  times,  y.  266,  iv.  439. 

"Single-Case  "  method  in  political  economv,  v.  253. 

"Six  Acts,"  ii.  269,  iii.  15,  50. 

Skepticism,  alliance  with  conservatism,  i.  12-13. 

Skill,  human,  as  capital,  v.  293. 

Slave  trade,  see  Assiento  contract. 

Slavery,  Gibbon  on  abolition  of,  ii.  56;  in  United  States,  iv.  230,  517,  v.  298; 
universality  and  benefits,  iv.  479-81  ;  Aristotle  on  ("law  of  nature"),  v. 
278 ;  involves  tracing  descent  through  mother,  iv.  517 ;  compared  with 
printing  press,  v.  279 ;  Xenophon's  scheme  of  revenue  from  state  slave- 
buying,  ibid.;  merits  and  defects  as  labor  system,  277-80,  296-8;  politi- 
cal instability,  280 ;  industrial  worthlessness,  296-8  ;  Carlyle  praises,  298. 

Slaves,  no  part  of  old  constitutions,  iv.  81 ;  form  of  early  capital,  v.  424. 

Smith,  Adam,  iii.  269-306,  v.  343-83;  on  Oxford  teaching,  ii.  13;  Scott  on,  85, 
215;  on  "changing  hand,"  iii.  64;  appreciated  by  Pitt  but  not  Fox,  133; 
Pitt's  eulogy  on,  152,  note  ;  on  origin  of  banking,  v.  54-6 ;  on  joint-stock 
companies,  158,  295 ;  results  of  his  work,  on  domestic  and  foreign  policy, 
239-41,  317;  guides  Napoleon's  finance,  240-1,  345;  character  of  his  work, 
257,  343-5,  367-8  (merits  of  style  and  demerits  of  matter) ;  on  taxation, 
307;  on  population,  391;  practical  wisdom,  382,  402;  on  effect  of  gold 
discoveries,  555. 

Smith,  Alexander,  on  reviewers,  i.  136. 


Court  of  Chancery,"  47 ;  "Remember  Noah,"  234;  on  Greek  in  Scot- 
land, 274 ;  on  Scotch  metaphysical  love-making,  280. 

Smollett,  T.,  ii.  199. 

"Snobs,"  ii.  192-3. 

Sobrier,  French  rioter,  ii.  412. 

"Social  evil,"  iv.  571. 

Socialism  and  Socialists,  ii.  387-8,  412,  415;  Proudhon  on,  375,  384-6;  spirit 
of,  v.  307. 

Societies,  primitive,  not  for  protection  of  life  or  property,  iv.  528. 

Society,  ancient  and  modern  contrasted,  i.  141-2 ;  of  privilege  vx.  democratic, 
ii.  190-4,  210. 

"Society,"  different  kinds,  ii.  190-4;  purpose  and  constitution,  iv.  89-90; 
English,  91-3. 

Socrates,  quoted,  ii.  397;  J<n/*wi>,  iii.  120;  hypothetical  opinions  on  "society," 
iv.  90 ;  objects  to  physical  science,  545 ;  on  importance  of  trifles,  v.  349. 

Solitude,  Aristotle  on,  i.  84,  139. 

Somers,  Lord,  i.  23. 

Somerset,  Duchess  of,  iii.  213. 

Somersetshire,  England,  once  a  great  manufacturing  count}7,  iv.  185;  in  old 
times,  type  of  isolated  community,  259 ;  borough  rights,  375 ;  agricul- 
tural district,  v.  10. 
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Somersetshire  Bank,  i.  xxvi. 

Sonuet,  character  of,  i.  70-1. 

Sophia,  Princess,  choice  of  for  English  succession,  iii.  180,  iv.  84. 

Sophocles,  art  of,  i.  127-8;  action  of  intellect  on  imagination,  134:  "CEdipus 
at  Colouus,"  213;  date,  ii.  29. 

South  America,  tribes  expert  horsemen,  iv.  437 ;  laboratory  of  race  mixtures, 
477-8. 

South  Carolina,  mulattoes  in,  iv.  477. 

Southey,  R.,  on  Hartley  Coleridge,  i.  47;  atmosphere,  51;  library,  54;  faith 
in  himself,  71 ;  literary  habits,  266-7 ;  on  Covvper,  see  Cowper  ;  retort  on 
Pitt,  v.  69. 

South  Sea  Bubble,  ii.  2-4,  v.  90;   Pope  and  "Lady  Mary"  in,  i.  378-9. 

South  Sea  Company,  v.  144. 

Sovereign  (see  also  heads  following),  question  of  who  shall  be,  cannot  be 
second,  iii.  178;  easier  to  understand  than  a  constitution,  iv.  78;  posi- 
tion in  a  democratic  empire,  ii.  440-1,  iv.  93;  in  early  societies,  iv.  80, 
273-4;  unlikely  to  have  needful  faculties,  iii.  330,  iv.  108,  119,  213-14,  229. 

Sovereign  (see  also  ante),  constitutional,  importance  of  dissociation  from 
party,  iii.  404,  iv.  86-7;  power  in  a  divided  time,  iv.  105,  107-8;  not  indis- 
pensable to  cabinet  government,  110;  relations  to  ministers,  111-12;  poten- 
tial influence,  112-14,  116-22;  no  fair  argument  with,  115;  use  in  deferen- 
tial countries,  78,  260-1. 

Sovereign,  English,  properly  had  more  power  in  last  century  than  now,  iii. 
149;  dependent  on  Commons  for  money,  208;  prerogatives,  iv.  24,  98; 
formerly  supreme,  26-7,  97;  power  in  time  of  Walpole  and  of  William 
IV.,  59;  "fountain  of  honor,"  60;  usefulness  in  dignified  capacity,  78; 
out  of  party  strife,  86-7,  iii.  414;  head  of  "society,"  iv.  87-93;  patronage 
power,  113;  power  of  dissolution  lost  by  disuse,  246;  ante-Tudor  sov- 
ereigns, 277-81,  Tudor,  281,  later,  282  x-q. 

Spain,  climate,  i.  xxxiii.;  power  in  1700,  iii.  182. 

Sparta,  drilling  aristocracy,  iv.  445 ;  system  ascribed  to  Lycurgus,  453 ;  forma- 
tion of  character,  535. 

Special-creation  hypothesis,  iv.  505-6.     ' 

Special  pleading,  prejudice  against,  iii.  47. 

Spectator,  London,  i.  Ix. 

Speculation,  mercantile,  cause  and  results,  ii.  2,  v.  90-1,  102-3;  impossible  in 
old  times,  304-5;  course  in  modern  times,  312-13;  aroused  by  "flush 
times,"  v.  102,  287-8 ;  business  men  first  to  lose  by,  288. 


"  Spencean  philanthropists,"  iii.  45. 
Spencer,  H.,  theory  of  morality,  iv.  514; 
able  definition  of  "  progress,"  581. 


;  on  checks  to  sexuality,  572-3;  prob- 
progress," 

Spendthrifts,  borrowing  by,  v.  438. 
Spinoza,  type  of  Jewish  intellect,  v.  404. 
Spurgeon,  Mr.,  "telling  the  public  its  faults,"  ii.  268. 
Stael,  Mine,  de,  on  wit,  i.  38;    relations  with  Crabb  Robinson,  ii.  285;    exile, 

388. 

Stafford,  English  borough,  corruption  of,  iv.  398-9. 
Standard  (money),  single  or  double,  v.  487-8,  493-4,  533-4,  538-44,  552,  582-9, 

612-16,  629. 

Stanhope,  see  Mahon ;  "Miscellanies  "  quoted,  iii.  189,  232-3. 
Stars,  "too  high  to  give  light,"  v.  257. 
State,  see  Nation. 

State  interference,  every  one  likes,  v.  242-3. 
Statesmen,  duty  in  fixing  issues,  iv.  10,  12;  "Statesman  X,"  76. 
Statistics,  delusiveness  of  economic,  v.  246-8 ;  fragmeutariness,  253 ;  advantage 

of,  too  little  benefit  to  make  coinage  reform  worth  while,  481. 
Steele,   R.,  i.  357-8;    Guardian,  359,  note;    creator  of  Queen  Anne   style,  iv. 

449,  491. 

Stephen,  James,  iii.  51,  note. 

Sterne,  L.,  ii.  154-186,  195;   "Tristram  Shandy"  quoted,  i.  22,  388. 
Steuart,  Sir  J.,  his  "Political  Economy,"  v.  239-40,  381-2. 
Stevenson,  J.  H.,  ii.  164-5. 

Stewart,  Dugald,  lectures,  i.  27 ;  defects  as  biographer,  iii.  305. 
Stirpiculture,  Galton  favors,  iv.  534-5. 
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Stock  Exchange,  simplest  of  markets,  v.  247;  animated  by  "flush  times,"  287; 
bargains  on,  350-4,  468-72 ;  effect  of  rumors  on,  356-7 ;  nature  of  trans- 
actions, 403. 

Stock-jobbing,  origin  in  England,  ii.  88-9 ;  nature  of  the  business,  v.  403. 

Stoicism,  religion  of,  congenial  to  the  Romans,  iv.  483. 

Stone  Age,  iv.  55,  434;  social  structure  of,  v.  265;  tools  and  utensils  in,  420. 

Stourbridge  Fair,  v.  301-2. 

Stowell,  Lord,  beacon  to  Newcastle  youths,  ii.  426;  against  popular  educa- 
tion, iii.  55. 

Strafford,  Lord,  trial  of,  i.  317. 

Strahan,  Wm.,  embezzler,  ii.  4. 

Stuart,  Lady  L.,  see  article  "Lady  Mary  Wortley  Montagu,"  Vol.  i. 

Stuart  dynasty,  supported  by  religious  feeling,  iv.  83-5;  democratic  system 
would  have  kept  them  on  throne,  iii.  340,  iv.  424;  lost  the  prerogative  of 
creating  boroughs,  iv.  374;  credit  ruined  by  robbery  of  the  "goldsmiths," 
v.  63. 

Stubbs,  Bishop,  "Select  Charters,"  iv.  273;  on  the  English  polity,  556. 

Stuckey,  8.,  i.  xxvi. 

Stuckey,  Vincent,  i.  Iii. 

Stupidity,  basis  of  freedom,  ii.  397-400. 

Style,  literary,  mediaeval  and  modern,  i.  3-7,  ii.  37-9;  "Humdrum,"  ii.  400; 
characteristic  style  of  ages,  formation,  iv.  448-51,  490-2. 

Styrians,  to  benefit  by  Suez  Canal,  v.  12. 

Suard,  M.,  Gibbon's  biographer,  ii.  24. 

Suez  Canal,  Sir  G.  C.  Lewis  on,  iii.  229 ;  failure  of  predictions  about  effect  of, 
v.  11-12. 

Suffolk,  England,  agricultural  county,  v.  184. 

Suffrage,  primary  objects,  ii.  376,  394,  412,  416-17,  429-30,  438-9,  iv.  306-7; 
proper  principles  regulating,  iv.  335-7;  as  popular  educator,  ii.  443-5, 
iv.  339-40;  criteria  —  needful  qualities,  iv.  319,  landed  property,  319-22, 
benefit  societies,  33:3-4,  personal  property,  358-9,  intelligence,  317-19; 
plans  for  minority  representation,  323-8,  359-62;  suburban  constituencies, 
357-8;  rights  should  be  varied,  iii.  333,  338-40,  iv.  336-8;  effects  of  uni- 
form, iv. '390-2;  in  England  (see  also  Reform  Acts  of  1832  and  1867)  — 
old  rights  and  monopolies,  332,  371  seq.,  borough  rights  in  Lancashire 
and  Somersetshire,  iii.  334-5,  iv.  375-6,  household  suffrage  not  wanted  by 
Liberals  who  advocated  it,  iv.  9;  in  Prussia,  223,  329,  330;  in  United 
States,  231. 

Sun-spots,  effect  on  money  market,  v.  248. 

Superior  and  inferior,  no  fair  argument  between,  iv.  113,  114-15,  v.  152. 

Superstition  (see  also  Religion),  ii.  109  seq. ;  easy  to  make  and  hard  to 
destroy,  iv.  523-4. 

"  Supply  and  demand,"  v.  354-5 ;  not  final  regulators  of  value,  360. 

"Survivals"  in  morality,  iv.  512-13. 

Sussex,  England,  now  an  agricultural  county,  v.  184 ;  once  noted  for  iron 
forges,  302. 

Sweden,  story  of  a  constitution,  ii.  428-9. 

Swift,  Dean,  contrasted  with  Sydney  Smith,  i.  38-9;  intellectual  basis,  279, 
ii.  22;  on  Mr.  Wortley,  i.  357;  his  philosophy  visible  in  Thackeray,  ii. 
195;  on  conversation,  iii.  5,  iv.  496;  on  Bolingbroke,  iii.  188;  (fictitiously) 
on  B.'s  dissipation,  202 ;  perceives  party  break,  207;  on  Barley's  honesty, 
215,  on  his  procrastination,  iv.  120;  style  —  careless  verse,  i.  433-4,  prose 
style  suited  to  his  matter,  iv.  497. 

Switzerland,  divided  by  French  Revolution,  ii.  54;  equality  of  cantons  in 
upper  house  a  defect,  iv.  130-1 ;  people  not  afraid  of  executive,  285 ; 
banks  of,  v.  60 ;  confusion  of  coinages,  478. 

Sj'barites,  skepticism  involved  in  the  character,  i.  157. 

"Syndicates,"  v.  356-7. 

TACITUS,  style,  i.  63 ;  Sheridan  on,  ii.  35 ;  state  of  his  age,  51. 
Talbot,  Lord,  attempted  administrative  reform,  iv.  413-14. 
Talleyrand,  character  of  genius,  ii.  242 ;  political  sensitiveness,  iii.  35. 
Taming,  see  Animals. 

Tasmanians,  wasting  away  ( !)  before  whites,  iv.  461. 

Taste,  as  substitute  for  morality,  ii.  158-9;   no  common  standard  of,  320-3; 
connection  with  judgment,  iv.  589-90. 
VOL.  V.— 43 
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Taxation,  incidence  and  effect,  iv.  44-5;  Adam  Smith  on,  v.  307;  effect  of 
coinage  meddling  on,  v.  536,  565;  in  England — whether  Magna  Charta 
made'  it  "the  shield  of  liberty,"  iv.  280,  Pitt's  reforms  in,  iii.  151-1, 
Althorp's  blundering  over,  iii.  323,  middle  class  the  only  one  oppressed 
by,  after  the  Reform  Act  which  enfranchised  them,  iv.  6;  Wilson's  India 
scheme,  iii.  391-4. 

Taylor,  Sir  H.,  on  poetry,  i.  194. 

"Taylor's  Theorem,"  ii.  66. 

Technical  terms,  see  Terminology. 

Technicality,  necessity  in  economic  discussion,  v.  292,  but  not  too  much  of 
it,  290-1. 

Temple,  Richard  Earl,  George  III.'s  agent  in  managing  the  Lords,  iii.  J44, 
14v). 

Ten-pound  householders,  iv.  5 ;  prefer  higher  classes  for  representatives,  5-6 ; 
worst  taxed  class  in  England,  6 ;  competent  onlv  to  choose  between  two 
parties,  7 ;  swamp  the  higher  classes,  303,  305. 

"Ten  Thousand,"  retreat  of  the,  iv.  459. 

Tennyson,  A.,  i.  224-38;   "Merlin,"  367  ;  quoted  (apud  Peel),  ii.  398. 

Terminology  of  mathematics  and  political  economy,  v.  290-1. 

Teutonic  races,  see  Germans. 

Thackeray,  W.  M.,  ii.  186-96;  on  Sterne,  see  former  part  of  same  essay;  on 
national  character,  i.  135-6 ;  hypothetical  remarks,  171 ;  limitations,  ii. 
240;  chafing  at  moral  fetters  on  art,  266-7;  on  Beraneer  and  Milton, 
403;  on  "Jupiter  Jeames"  (editor  of  the  London  Time*),  425;  on 
"Statesman  X,"  iv.  76. 

Themistocles,  ii.  29. 

Theramenes,  political  sensitiveness,  iii.  35. 

Thiers,  L.  A.,  as  political  intriguer,  ii.  381,  413;  explanations  of  governmental 
crises,  401;  his  career  a  lure  to  journalists,  426;  inaccuracy  and  mental 
warping,  iii.  440 ;  unique  position  in  later  French  Republic,  iv.  37-9 ; 
commends  Sieyes's  Grand  Electorship,  86 ;  wished  the  tall  chimneys  to 
smoke,  v.  242;  hostility  to  modern  political  economy,  317-18;  on  histori- 
cal style,  ii.  236-7. 

Thirty-nine  Articles  "forms  of  thought,"  i.  Ixxviii.,  289. 

"Thornton  on  Labor,"  v.  355. 

"Throne  to  scaffold,"  ii.  302. 

Thucydides,  Cobden  versed  in,  i.  Ixx.;  Dr.  Arnold  on  value  as  text-book, 
i.  Ixxiii.;  ii.  276;  on  city  institutions,  iv.  454;  atmosphere  of  his  works, 
553. 

Thurlow,  Lord,  scholarship,  i.  394 ;  as  a  youth,  398 ;  consolation  to  Cowper, 
443;  on  George  III.'s  minute  inspection  of  details,  iv.  100;  position  in 
Lords,  128-9. 

Tiberius,  Emperor,  ii.  51. 

Tierra  del  Fuego,  type  of  isolated  community,  iv.  457. 

Time,  leading  element  in  trade,  v.  83-5. 

Times,  London,  ii.  422;  huge  style,  40,  formation  of,  iv.  491;  business  theory, 
ii.  '425,  iii.  3-4 ;  supports  Reform  Act  of  1867,  iv.  8 ;  power,  68. 

Timor,  climate  and  organic  life,  iv.  489. 

Timour,  ii.  52. 

Tindal,  Sir  N.,  Brougham  a  pupil  of,  iii.  70. 

Toleration,  ii.  339-359 ;  a  purely  modern  idea,  iv.  545 ;  learned  in  discussion, 
547—8. 

Tooke,  T.,  on  meetings  of  Bank  of  England,  v.  156-7. 

Tools,  properties  in  common  with  food,  v.  291-2 ;  transferable,  293. 

Torcy,  M.  de,  French  minister,  letter  to  Boliugbroke,  iii.  199-200. 

Torrens,  Mr.,  as  political  economist,  v.  258. 

Tory  party,  misgovernment  from  1792  to  1832,  i.  7-14,  iii.  43-9,  317  sea.,  407-8, 
v.  410:  "esoteric  doctrine,"  iv.  403,  406;  purified  by  Peel  and  Welling- 
ton, iii.  31-2 ;  why  led  by  men  who  despise  them,  iii.  176,  iv.  184 ;  mem- 
bers from  1688  on,  anti-monarchists  from  circumstances,  iv.  85;  sacrifice 
of  principle  to  party  hate  in  1846,  ii.  414,  and  to  gain  Radical  help  in 
1858,  iv.  106 ;  now  admit  Reform  to  be  arguable,  354. 

Townshend,  Charles,  benefits  to  Adam  Smith;  iii.  284-6. 

Townshend,  Lord,  i.  370-2. 

Tractarian  movement,  i.  Ixxviii., ii.  103. 
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Trade.  —  General,  a  modern  idea,  v.  301-2.  Tends  to  cumulate,  iv.  185,  and 
stick  in  certain  spots,  v.  10,  444-7,  hut  to  move  in  search  of  "power," 
447-8.  Ancient  —  unknown  to  some  tribes,  v.  282-5,  and  scarcely  exist- 
ent in  early  times,  425;  begun  by  usurers,  297;  dreaded  as  a  usage- 
breaker,  iv.  453-5,  557,  585 ;  crippled  by  guilds  till  very  lately,  v.  272,  305 ; 
high  development  in  Athens,  303.  Modern  competitive  —  made  possible 
by  banking,  v.  436-7 ;  the  capitalist  the  motive  power  in,  293-5,  861-3 ; 
agencies  which  develop,  97 ;  generated  by  change  in  purchasing  power 
of  money,  546;  carried  on  mainly  with  borrowed  money,  8,  122;  vigor 
and  bad  repute  both  due  to  this,  9;  needs  more  money  in  good  than 
bad  times,  100;  amounts  to  many  times  the  volume  of  loanable  capital, 
101-2 ;  wholesale,  not  cash  but  bill,  91 ;  international,  a  recent  develop- 
ment, 309-10,  313,  requires  little  cash,  31 ;  hindered,  by  confusion  of  coin- 
ages and  helped  by  their  simplicity,  482-7-;  effect  of  changes  in  coin  val- 
ues on  exports  and  imports,  527-8,  530-1,  547-55,  565-7,  577-8,  580,  617  seq. 

Trade  guilds,  see  Guilds. 

Trades^  see  Employments  ;  instrumental,  v.  396. 

Trades-unions,  moral  sanction  developed  by,  iv.  444;  powers  and  limitations, 
v.  355-6 ;  action  on  prices,  461-2. 

Tradition,  Sir  G.  C.  Lewis  on  value  of,  iii.  243-4;  stiffness  of  traditional 
usages,  v.  268. 

"Train  up  a,  child,"  etc.,  and  he  will  not  travel  in  it,  v.  385. 

Travel,  in  1816,  i.  114 ;  books  of,  380,  423 ;  youthful  visions  of,  401. 

Treasury,  English,  in  commission  since  William  III.'s  time,  iii.  216;  history 
of  management,  379-80,  385-6 ;  First  Lord  of  has  nothing  to  do  with,  iv. 
225;  constitution,  226. 

Treaties,  iv.  26-34 ;  would  be  better  if  franker,  32. 

Trernbley's  "Researches  on  the  Polypus,"  ii.  29. 

Trench,  R.  C.,  on  n5Ad/?«a,  ii.  114-16. 

"Trent"  affair,  iii.  223,  261. 

Trevelyan,  Sir  C.,  wrangle  with  Wilson  over  Indian  taxation,  iii.  392,  402. 

Tribal  ownership  of  land,  the  first  system,  v.  270-1. 

Tribes,  see  Races  and  Nations. 

Tribute,  effect  on  trade,  v.  591-2. 

Trinitarian  doctrine,  i.  xxx. 

Trollope  (?)  on  snubbing  in  the  hunting  field,  iv.  538. 

Trosachs,  character  of  beauty,  i.  261. 

Trust,  see  Confidence. 

Truthfulness  — of  God,  see  "Bishop  Butler"  and  "Ignorance  of  Man,"  Vol. 
ii. ;  of  nations,  value  of,  ii.  315. 

Tucker,  J.,  letter  to  Shelburne  on  proprietary  boroughs,  iv.  380-1. 

Tudor  sovereigns  of  England,  iv.  281. 

Turgot's  banking  experiment,  v.  62. 

Turkey  and  Turks  in  1700  and  now,  i.  379-80 ;  essential  barbarism,  iii.  423. 

Turner,  J.  M.  W.,  ii.  354. 

Tylor,  E.  B.,  work,  iv.  509;  on  "survivals"  in  culture,  529. 

Tyrant,  in  Greece,  iv.  79. 

Tyre,  presumptive  polity,  iv.  561. 

ULRICI,  Dr.,  i.  299. 

Under-Secretary,  permanent,  in  English  administrations,  v.  143,  149. 

Union,  English-Scotch,  effect  of,  iii.  279. 

Unit  of  account,  need  of  a  high,  v.  488-9,  491,  492,  493,  495,  508. 

Unitarians  and  Unitarianism,  English,  i.  xxx.,  xli.,  xliv.,  Ivii.  ("Dissenters"), 
Ixxvii.,  ii.  288-9. 

United  States  (see  also  following  head),  luck  of  sparse  native  settlement, 
v.  339;  English  relations  with  colonies  before  the  Revolution,  iii.  298-9; 
Revolutionary  War,  popular  in  England,  iv.  395,  but  feebly  carried  on, 
413,  owing  to  rotten-borough  system,  411-14;  causes  of  War  of  1812,  iii. 
51;  Civil  War  and  sequelae  — Sir  G.  C.  Lewis  on,  iii.  267-8,  paper  money 
one  cause  of  English  misunderstanding,  iv.  46-7,  war  taxes  and  National 
Debt,  41-9,  reconstruction  problems,  40-1,  234-5,  Johnson-Congress  quar- 
rel, 40,  232,  235 ;  political  system  — framed  on  wrong  theory  of  the  Eng- 
lish Constitution,  97-8,  clumsy  working  from  designed  difficulty  of 
amending,  234,  presidential  system  inefficient  and  degrading,  see  Presi- 
dential Government,  equality  of  States  in  the  Senate  a  defect,  130-1, 
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merits  of  the  Senate,  140-1,  Electoral  College  a  farce,  70,  330,  result 
of  excluding  Cabinet  from  Congress,  64-5,  68-9,  72-3,  suffrage,  231,  de- 
mocracy inevitable,  53,  vulgarity  of  politics,  305,  contrasted  with  English, 
370  (and  "English  Constitution "  passim),  copied  by  France  after  1870, 
35;  slavery  in,  230-1,  517,  v.  298;  unconscious  selection  in  communities, 
iv.  499;  mulattoes  in,  477;  banking  s3Tstem  —  resources,  v.  5,217,  defects, 
214-5 ;  coinage,  491-2,  507-10  (low  unit) ;  paper  currency  and  its  effects, 
18,  509,  569-70  (also  iv.  46-7),  power  of  issuing,  iv.  233;  commission  on 
currency,  v.  581-9;  malodorousness  of  government  "gold  sales,"  609; 
silver  product,  1849-74,  535. 

United  States,  people,  social  equality  among,  ii.  190-1 ;  untrained  energy,  iii. 
94;  bare-mindedness,  iv.  256;  high  average,  264-5;  not  afraid  of  execu- 
tive, 284-5;  colonial  type  developing  among,  451-2;  attachment  to  "old 
home,"  532;  bad  manners  in  the  West,  537. 

United  States  Bank,  v.  71. 

University,  what  is  a,  i.  Ixix.-lxxii. 

University  College,  i.  xxvii.-xxix.,  ii.  283,  293. 

Uuwins,  see  "Cowper,"  Vol.  i.;  Mrs.  Unwin,  i.  411,  421-2. 

"Upset  price,"  v.  77. 

Usurer,  see  Mon'ey-lender. 

Utilitarian  philosophy,  ii.  124-5,  iii.  282-4 ;  compound,  ii.  129-30 ;  a  fiction  in 
politics,  iv.  311-12. 

Utrecht,  peace  of  (see  Bolingbroke),  iii.  200-1,  203-6. 

VALUE,  false  theory  of,  v.  366-7 ;  labor  as  measure  of,  368-71. 

Variation,  propensity  to,  element  of  progress  in  states,  iv.  465,  468,  471,  473-4, 

in  trade,  v.  9;   stamped  out  by  despotism,  iv.  468-9,  474;    how  obtained 

among  Jews,  478. 
Vegetius,  ii.  29. 

Venice,  origin  of  banking  at,  v.  55. 
Vergniaud,  Lamartine  on,  iii.  80. 
Vesey,  F.,  Jr.,  law  reports,  i.  13. 
Victor  Emmanuel,  indispensable  to  Italy,  iv.  95. 
Victoria,  Queen,  letter  to   Mrs.  Lincoln,  iv.  82 ;    head  of  English   morality, 

93-4 ;    good  sense  in   1857-9,  108-9 ;    memorandum    on    Prime   Minister's 

duties,  111 ;   (or  any  monarch)  unreasoning  loyalty  to,  v.  47-8. 
Village  communities  of  India,  v.  269-70. 
Villemain,  A.,  on  Count  Louis  de  Narbonne,  i.  18. 
Virgil,  character  in  poems,  i.  66. 
Voltaire,  class  of  mind,  i.  178 ;  intellectual  basis,  279 ;  style  suited  to  matter, 

ii.  22-3;  story  of  Bolingbroke,  iii.  195;  not  relished  by  the   "Academy," 

iv.  469 ;  English  influence  on,  558. 

WAGES  —  of  superintendence,  v.  167-8,  an  absurd  term  for  a  capitalist's 
profits,  456;  "natural,"  372;  first  element  in  cost  of  production,  444; 
rise  of  does  not  imply  rise  of  prices,  461 ;  money  rate  of,  465-6. 

Wakefield,  E.  G.,  on  slaveholding,  iv.  479-80. 

Wakley,  Mr.,  London  M.  P.,  iv.  306. 

Wraldegrave,  Dr.,  Gibbon's  tutor,  ii.  14-15. 

Wallace,  A.  K.,  on  climate  and  orgauic  life,  iv.  488-9;  on  race  formation, 
506;  on  childbirth  among  savages,  v.  337. 

W^almodeu,  Mine,  de,  mistress  of  George  II.,  iv.  109. 

Wai  pole,  Dolly,  i.  371,  note. 

Walpole,  Horace,  i.  45-6  (a  mistake);  political  atmosphere,  373 ;  hatred  of 
"Lady  Mary,"  377,  379;  as  letter  writer,  439 ;  on  Lord  Shelburue,  iii.  138 
and  note. 

Walpole,  Sir  R.,  rise  and  political  exigencies,  i.  369-72,  iv.  59,  109;  practical 
schooling,  ii.  384;  type  of  18th-century  statesman,  398;  manager  for 
aristocracy,  iii.  12 ;  temporizing  policy,  158-9  ;  financial  ability,  iii.  192, 
209,  iv.  410;  ability  to  endure  dissipation,  iii.  202;  sound  judgment,  203; 
expulsion  from  Commons,  218 ;  Bolingbroke's  attacks  on,  221 ;  unfit  foi 
social  ruler,  iv.  91 ;  ruled  England  through  Commons  while  aristocracy 
was  still  all-powerful,  127-8;  on  committees  of  inquiry,  i.  8;  on  election 
committees,  iv.  371;  fall,  ibid.,  causes  of,  408,  410;  patronage  jobbing, 
ii.  48,  iv.  404,  407,  413;  definition  of  gratitude,  iv.  406;  timidity,  411; 
political  dexterity,  417. 
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Walras,  M.,  mathematical  theory  of  political  economy,  v.  354. 

Walton,  Izaak,  on  Bishop  Hooker,  ii.  105-6. 

War,  "pacific,"  ii.  26-7;  chief  instrument  of  early  human  progress,  iv.  456- 
85,  585 ;  lack  of  institutions  useful  for,  argument  on  condition  of  first 
men,  517-19;  disastrousness  of  omen  religion  in,  534-5,  586-7;  modern, 
decided  by  intellect  and  not  strength,  v.  394-5. 

Warrants,  dock  and  warehouse,  v.  437. 

Washington,  George,  ii.  381. 

Watson',  Bishop,  "Apology  for  the  Bible,"  i.  44. 

Wealth,  worship  of,  iv.  134-5 ;  complexity  and  inscrutability  of  laws  of,  v. 
353,  330-1;  not  sole  object  of  human  action,  334,  343-4;  desire  of,  fills 
place  in  modern  societies  the  war  passion  did  in  ancient,  335-6 ;  variety 
of  meanings,  393,  337 ;  early  civilization  gave  little  scope  for  amassing, 
330,  or  means  of  preserving,  440 ;  implies  scarcity,  348 ;  erroneous  opin- 
ions about,  366-7 ;  kinds  of,  371. 

"  Wealth  of  Nations,"  see  Smith,  Adam. 

Weapon  makers  and  weavers,  primitive,  v.  395. 

Weguelin,  Mr.,  examination  on  bank  matters  in  1857,  iii.  379;  on  small  bank 
reserve,  v.  164. 

Wellesley,  Lord,  on  Peel,  iii.  30. 

Wellington,  Duke  of,  i.  45,  49,  83;  in  Napoleonic  wars  —  hampered  by  Perce- 
val, iii.  8,  Napoleon's  opinion  on  his  peace-making,  43;  helps  purify  the 
Tory  party,  31-3 ;  quarrel  with  both  sections  of  the  Tory  party,  335 ; 
asks  "how  the  king's  government  will  be  carried  on,"  ii.  307,  iv.  403; 
fall  of  ministry,  iii.  336 ;  guidance  of  Lords,  iv.  15,  16,  31.  letter  to  Lord 
Derby  on,  133-4;  a  "character,"  ii.  383;  fortifications  of  1853,  391;  on 
Peel's  truthfulness,  iii.  30,  his  own,  31 ;  on  Brougham,  73 ;  on  Marl- 
borough,  189 ;  probable  action  on  life  peerages,  iv.  149-50 ;  calls  English 
soldiers  "the  scum  of  the  earth,"  319;  Scott  abashed  before,  ii.  308. 

Wells,  D.  A.,  on  U.  S.  war  taxation,  iv.  43,  47-9. 

Wensleydale,  Lord,  to  have  been  first  life  peer,  iv.  151. 

Wesley^  J.,  right  in  his  convictions,  ii.  177 ;  scene  in  his  last  years,  387. 

West,  the,  character  of  civilization,  ii.  10,  396 ;  United  States,  iv.  537. 

West,  B.,  Hazlitt  on,  i.  357. 

Westbrook,  Miss,  see  "Shelley,"  Vol.  i. 

Westbury,  Lord,  judgment  in  "Essays  and  Reviews"  case,  iv.  335. 

Wharton,  Lord,  i'.  371,  note. 

Whately,  Abp.,  on  logic,  i.  375;  "  catallactics  "  (political  economy),  v.  348. 

Wheat,  see  Food. 

Whewell,  Dr.,  on  planets,  i.  439. 

Whigs  (see  also  Liberals),  character,  i.  14-19,  43-4;  of  1688  on,  monarchists 
from  circumstances,  iv.  85. 

Whitbread,  S.,  i.  31. 

Whitehall,  center  of  "society"  under  Charles  II.,  iv.  91. 

Whitmore,  Mr.,  on  policy  of  Bank  of  England,  v.  114. 

Wholesale  trade,  not  cash  but  bill,  v.  91. 

Wielaud,  bust  of,  ii.  388. 

Wilberforce,  S.,  on  Brougham,  iii.  85 ;  on  Pitt's  wit,  130 ;  first  election,  against 
"Coalition"  candidate,  148-9. 

Wilkes,  John,  "was  never  a  Wilkite,"  iii.  156,  note. 

Will,  action  of,  i.  83-5. 

William  III.,  anti-Papal  laws  under,  i.  9 ;  Macaulay  on,  ii.  98 ;  decorum  of  his 
time,  iii.  173 ;  problems  of  his  age  (dynasty  and  French  war),  177-S ; 
weakness  of  position,  179;  effects  of  his  death,  185;  his  rule  based  on 
conquest,  193-4;  weakened  by  religious  sanction  of  the  Stuarts,  iv.  83; 
saved  England,  95 ;  bad  credit  of  his  government,  v.  63-4,  saved  by  Bank 
of  England,  64. 

William  IV.,  and  the  Reform  Bill,  iii.  74-5,  380,  iv.  33,  131,  351-3;  reaction 
from  Liberalism,  iii.  348;  power  of  Crown  in  his  time,  iv.  59;  not  a 
domestic  model,  94;  weakness  of  character,  118;  blunder  in  1835,  34(1. 

Wilson,  Rt.  Hon.  James,  i.  Iii.,  iii.  335,  350-403;  on  Cobdeu,  419;  on  a  Cabinet 
Minister's  "Council,"  iv.  337. 

Wilson,  John  ("Christopher  North"),  i.  51. 

Wiltshire,  England,  ii.  11 ;  once  great  manufacturing  county,  iv.  185. 

Windham,  W.,  against  popular  education,  iii.  55,  96;  on  Pitt,  163,  note. 

Wiseman,  Cardinal,  ii.  30. 
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Wollstonecraft,  Mary,  i.  114. 

Women,  preferences  in  men,  i.  113;  Shakespeare's,  292-4,  296;  character, 
294-6;  in  politics,  368-9,  374;  as  delineated  by  Scott,  Goethe,  and  Shake- 
speare, ii.  228-31 ;  difference  in  feeling  toward,  of  modern  from  ancient 
societies,  iv.  484-5 ;  child-bearing  power,  v.  337. 

Wood,  Sir  C.,  iii.  394;  letter  to,  on  Wilson's  death,  401-2. 

Woods  and  Forests  department  (English),  has  charge  of  sewerage,  iv.  225. 

Wool  trade,  once  chief  wealth  of  England,  v.  301. 

Worcestershire  salt  springs,  v.  302. 

Wordsworth,  W.,  i.  51,  216-18,  223;  essential  quality,  ii.  22;  mysticism,  30-2; 
nature-worship,  75-8,  431-2;  suited  to  English  scenery,  260;  humanity  of 
writings,  124-5 ;  works  alien  to  his  age,  iii.  100,  iv.  450 ;  not  for  the  crowd, 
i.  77,  426;  on  style,  iv.  497;  on  reality,  i.  60;  on  Hartley  Coleridge,  i. 
46,  at  burial  of  do.,  65;  quoted,  76,  77,  78,  80,  388,  428,  441.  443-4,  ii. 
48,  61,  111,  281,  iii.  21;  "Prelude"  quoted  (and  murdered),  325-6. 

Working  classes,  see  Laborers  and  Lower  classes. 

Wortley,  E.,  see  Montagu,  Mary  Wortley. 

Wren,  Sir  C.,  ii.  392-3. 

XENOPHON,  Toryism  of,  iv.  443;  Retreat  of  Ten  Thousand,  459;  slave-buying 
revenue  plaii,  v.  279. 

YANKEE,  typical  character,  iv.  452. 

Yorkshire,  before  division  into  Ridings,  under  sway  of  great  houses,  iii.  148; 
manufacturing  district,  v.  10. 
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